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UNIFORMED SERVICES CONTINGENCY OPTION ACT OF 1953 


THURSDAY, JULY 23, 1953 


UNITED STATES SENATE, 
COMMITTEE ON ARMED SERVICES, 
W as j ington, dD. C’. 
y J 


The committee met, pursuant to call, at 10:55 a. m., in room 212, 
Senate Office Building, Senator Leverett Saltonstall (chairman) pre- 
siding. 

Present: Senators Saltonstall (chairman), Smith of Maine, Hen- 
drickson, Case, Duff, Kefauver, Hunt, Stennis, and Symington. 

\lso present: Philip K. Allen, chief clerk; Verne D. Mudge, and 
William H. Darden, of the committee staff. 

Chairman SALronstTaLu. The committee will come to order. 

The bill that is before us is an important bill entitled H. R. 5304, 
the Uniformed Services Contingency Option Act of 1958, a bill to 
permit members of the uniformed services to elect certain contingency 
options, and for other purposes. 

At this point in the record there will be inserted the text of the 
bill, the purpose and summary of the principal provisions of the 
bill, the section-by-section analysis of the bill, and the depart- 
mental recommendations, all of which appear in Committee Print 
No. 3, which is before each member. 


[H. R. 5304, 88d Cong., Ist sess. ] 


AN ACT To permit members of the uniformed services to elect certain contingency options, 
and for other purposes 


> 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Uniformed 
Services Contingency Option Act of 1953” 

Sec. 2. As used in this Act 

(a) The term “uniformed services” means the Army of the United States, 
Navy, United States Air Force, Marine Corps, Coast Guard, Coast and Geodetic 
Survey, and Public Health Service, including all components and members 
thereof : 

(b) The term “member” means a commissioned officer, commissioned war- 
rant officer, warrant officer, nurse, flight officer, or a person in an enlisted 
grade (including an aviation cadet), of any of the uniformed services and a 
person entitled to retainer pay in the Fleet Reserve or Fleet Marine Corps 
Reserve with credit for sixteen or more years of naval service. 

(c) The term “active member” means a member on the active list of a regular 
or reserve component of a uniformed service 

(d) The term “retired member” means a member or former member of a 
uniformed service, who is or has been awarded retired retirement, or retainer 
pay or equivalent pay as a result of service in one of the uniformed services. 

(e) The term “widow” includes a widower and refers only to the spouse 
at the date of retirement of an active member or to the spouse at the effective 
date of this Act in the case of a retired member at the effective date of this 
Act 
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(f) The term “child” means a legitimate child, a stepchild in fact dependent 
ipon the member for support, or a legally adopted child, who is under eighteen 
vears of age and unmarried, or a child over eighteen years of age and unmar- 
ried who is incapable of self-support because of being mentally defective or 
physically incapacitated if that condition existed prior to reaching age eighteen, 
and refers only to an active member's child who was born and is living at the 
date of retirement of the active member or to a retired member's child who 
vas born and is living at the effective date of this Act in the case of a retired 
nember at the effective date of the Act. 

(zg) The term “retired pay neludes retirement pay, equivalent pay, and 
retainer pay 

(h) The term “department concerned’ means (A) the Department of the 
Army with respect to the Army, (B) the Department of the Navy with respect 
to the Navy and Marine Corps, (C) the Department of the Air Force with respect 
to the Air Force, (D) the Treasury Department with respect to the Coast Guard, 
E) the Department of Commerce with respect to the Coast and Geodetic Sur 
vey, and (F) the Department of Health, Education, and Welfare with respect to 
the Public Health Service 

Sec. 5. (a) An active member may elect, prior to the completion of eighteen 
veurs of service which is creditable in the computation of active-duty pay in the 

iformed services of which he is a member, to receive a reduced amount of 
any retired pay which may be awarded him as the result of service in his 


uniformed service in order to provide one or more of the annuities specified in 
ectis 4, pavable after his death in a retired status to his widow, child, or 
hildrer such widow, child, or children are living at the date of his retire- 
ent. Where the active member is awarded retired pay by his uniformed serv- 


e for physical disability prior to the completion of the eighteen years of serv- 
ice, the election may be made at the time of retirement. An active member who 
het fore completed the eighteen years of service may make this election 
with e hundred and eighty days after the effective date of this Act. An 
tive member who, as a result of or in connection with military or naval opera- 

! issing in action, interned in a neutral country, 

‘ ed or beseiged, and because of that status 
s unable to make the election prior to the completion of the eighteen years 
rvice, or an active member who is in that status and has heretofore com- 
le the eighteen years of service, nay make the election within six months 
of his return to the jurisdiction of his uniformed service. A person who is a 














rmer member on the effective date of the Act and who is thereafter awarded 
retired pay by a uniform service may make the election at the time he is awarded 
that pay. The terms of the election may be modified or revoked by a member at 


vy time prior to his retirement but any modification or revocation so made shall 
not be effective if he retires within five years after the date it is made. Any 
member who revokes an election shall not thereafter be permitted to withdraw 
or modify his revocation and after it becomes effective, he shall not be permitted 
to be covered in any way by this Act 

(b) A retired member who has heretofore been awarded retired pay by a uni 
ormed service may, ithin one hundred and eighty days after the effective 
date of this Act, elect to receive a reduced amount of that retired pay in order to 
provide one or more of the annuities specified in section 4, payable after his 
death to his widow, child, or children. An election so made shall thereafter be 
rrevocable 





(< Whenever an active member, former member, or retired member is de 

ned to be mentally incompetent by medical officers of the service concerned 
or of the Veterans’ Administration, or is adjudged mentally incompetent by a 
court of competent jurisdicti 


ter 





nm, and because of such mental incompetency is 
lection provided in this section within the time limita 
thereein, the head of the department concerned may make the 
appropriate election provided for in this section on behalf of such member if so 
requested by the spouse or if there be no spouse by the child or children of such 
member. If such member is subsequently determined to be mentally competent 
by medical officers of the Veterans’ Administration, or where appropriate is 
subsequently adjudged mentally competent by a court of competent jurisdiction, 
he may, within one hundred and eighty days of such determination or judgment, 
modify, or terminate the election made on his behalf. Deductions theretofore 
made shall not be refunded 


incapable of making any e 





1 hs speci 





Sec. 4. (a) Under the conditions set forth in section 3, an active or retired 
er may elect one or more of the following annuities, payable under 


} 
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this Act, in such amount, expressed as a percentage of the reduced amount of 
his retired pay, as he may specify at the time of election, in amounts equal to 
one-half, one-quarter or one-eighth of the reduced amount of his retired pay. 

(1) An annuity payable to or on behalf of his widow, the annuity to terminate 
upon her death or remarriage, whichever first occurs 

(2) An annuity payable to or on behalf of his surviving child or children, 
the annuity to terminate when there ceases to be at least one such surviving 
child, unmarried and under eighteen years of age, except that if there is a child, 
unmarried and over eighteen years of age incapable of self-sSupport because of 
being mentally defective or physically incapacitated and that condition existed 
prior to his reaching eighteen years of age, the annuity to terminate upon his 
marriage or recovery from the disability, whichever first occurs. Each pay 
ment under such annuity shall be paid in equal shares to or on behalf of the 
surviving children remaining eligible at the time the payment is due 

(3) An annuity payable to or on behalf of his widow and surviving children, 
the annuity to terminate upon: the death or remarriage of the widow; or, if later, 
the first day of the month in which there are no surviving children of the member 
who are under eighteen years of age and unmarried, except that if there is a 
ehild, unmarried and over eighteen years of age incapable of self-support because 
of being mentally defective or physically incapacitated and that condition existed 
prior to his reaching eighteen vears of age, the annuity to terminate upon his 
marri: recovery from the disability, whichever first occurs. Such annuity 
shall be paid to the widow until death or remarriage, and thereafter each pay- 
ment under such annuity shall be paid in equal shares to or on behalf of the 
surviving children remaining eligible at the time the payment is due. 

t) An annuity payabl e under the same terms and conditions as specified in 
(iy r (3), of this subsection, with the additional provision that no further 
deductions shall be made from the retired pay of the member commencing with 
the first day of the month following that in which there was no beneficiary who 
would have been eligible to receive, upon the death of the member, an annuity 
payable under the election made by him, 

b) Where an active or retired member desires to provide more than one 
annuity, he may elect (1) and (2) of subsecti (a) of this section, with or 
without the provisions of (4) thereof, but in no case may the combined amounts 
f the annuities exceed 50 per centum of the amount of his reduced retired pay. 

The reduction to be made in the retired pay of an active or retired member 

who has made an election under section 8 shall be computed by the uniformed 

ice concerned in each individu ase, as of the date of retirement in the case 

of an active member and as of the date of election in the case of a retired 

member, by an actuarial equivalent method using as a basis appropriate actuarial 

tables selected by the Board of Actuaries designated in section 8 and an interest 

rate of 8 per centum per annum. In the case of an active or retired member 

he computation shall be made at the time of retirement, or election, as appro- 

priate, and the actuarial equivalent method and actuarial tables shall be those 
n effect at that time 

(d) Any active member or former member on the temporary disability retired 
ist who has elected, pursuant to section 3 of this Act, to receive reduced retired 
pay in order to provide one or more of the annuities specified in section 4 of this 
Act, and who is subsequently removed from the list due to any reason other than 
permanent retirement sball have refunded to him a sum which represents the 
difference between the amount by which his retired pay has been reduced in 
accordance with his election under section 3 of this Act and the cost of an 
amount of term insurance which is equal to the protection provided his depend- 
ents during the period he w on the temporary disability retired list. 

Sec. 5. A retired member of uniformed service who has made the election 

specified in section 3 shi ne Prono any period in wine h he is not receiving retired 
pay, deposit with the United States Treasury the amount which would have 
bee n wi ithheld from his sia “1 pay had he been ree ‘eiving that pay. 
3. Determination and certification of eligibility for, and payment of, 
annuities payable under this Act and any other payments or refunds authorized 
shall be made by the department concerned, except that payments for depart- 
ments other than the military departments shall be made through the disbursing 
facilities of the Treasury Department. Determinations and certifications under 
this Act shall not be subject to review by any administrative or accounting officer 
of the Government. 

See. 7. (a) The head of the department concerned is empowered to use any 
means provided by law to recover amounts of annuities erroneously paid to any 
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individual under this Act. The head of the department concerned may authorize 
such recovery by adjustments in subsequent payments to which the individual 
is entitled. 

(b) There need be no recovery as provided in subsection (a) of this section 
when, in the judgment of the head of the department concerned, the individual 
to whom the erroneous payment has been made is without fault and recovery 
would be contrary to the purpose of this Act or would be against equity and 

: 


good conscient 


(c) No certifying or disbursing officer shall be held liable for any amount er- 


roneously certified or paid by him pursuant to this Act, unless, in the judgment of 
the head of the department concerned, such erroneous certification or payment 
is the result of his negligence or his intent to defraud. 

Si 8. This Act shall be administered under regulations prescribed by the 


President, which regulations shall be uniform insofar as practicable for all of the 
uniformed services. The President shall report annually to the Congress upon 


the operation of this Act. For the purpose of advising in the administration of 
this Act, the President shall convene annually, or oftener if he deems necesary, 


a Board of Actuaries to be composed of the Government Actuary, the Chief Actu- 
ary of the Social Security Administration, and an actuary to be selected from 
the membership of the Society of Actuaries. The compensation of the actuary 
selected from the membership of the Society of Actuaries shall be fixed by the 
President. The tables to be used in computing deductions in retired or retirement 
pay to provide the annuities under this Act shall be those recommended by the 
Board of Actuaries. 

Sec. 9. No annuity payable under this Act shall be assignable, either in law or 
equity, or be subject to execution, levy or attachment, garnishment, or other 
legal process. 

Sec. 10. All annuities payable under this Act shall accrue from the first day of 
the month in which the retired member dies and shall be due and payable not 
later than the fifteenth day of each month following that month and in equal 
monthly installments thereafter, except that no annuity shall accrue or be paid 
for the month in which entitlement to that annuity terminates. 

Sec. 11. Annuities payable under this Act shall be in addition to any pensions 
or other payments to which the beneficiaries may now or hereafter be entitled 
under other provisions of law, and shall not be considered income under any law 
administered by the Veterans’ Administration. 

Sec. 12. There are hereby authorized to be permanently appropriated such sums 
as may be necessary to carry out the provisions of this Act. 

Sec. 13. This Act shall take effect on the first day of the third month following 
the month in which it is enacted. 

Passed the House of Representatives J'une 10, 1953. 

Attest : LYLE O. SNADER, 

Clerk. 


PURPOSE AND SUMMARY OF PRINCIPAL PROVISIONS OF THE BILL 
PURPOSE 


This bill proposes to grant personnel of the uniformed services the opportunity 
to share their retirement compensation with their surviving widows and chil- 
dren. To achieve this objective, the bill established a plan whereby officers and 
enlisted personnel of the Regular and Reserve components of the Army, Navy, 
Air Force, Marine Corps, Coast Guard, Coast and Geodetic Survey, and Public 
Health Service may elect to receive, upon entering a retired status, a reduced 
amount of their retired pay during their lifetime in order to provide annuities 
for their surviving widows and minor children. 


Need for the proposed legislation 


Under existing law career personnel of the uniformed services are unable to 
participate in any plan which would permit them to leave any portion of their 
retired pay to their surviving dependents. 

Surviving dependents of deceased retired personnel of the uniformed services 
are not entitled to any benefits from the Government except those provided 
by the Veterans’ Administration. The maximum pension which a widow of a 
retired member of the Armed Forces could receive from the Veterans’ Admin- 
istration, if she had no minor children, would be $75 a month providing her 
husband died from a service-connected disability incurred in time of 


yar, or 
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$60 a month if he died from a service-connected disability incurred in time of 
peace. The widow of a retired member would receive but $48 a month if her 
husband had a wartime disability but that disability was not the cause of his 
death, and then only if her income were less than $1,400 a year. Dependent 
children add to these benefits a small amount which ceases when the children 
become 18 years of age. These same benefits would accrue to the widows of 
retired officers of the Coast and Geodetic Survey and of the Public Health Serv 
ice if the retired officer incurred a service-connected disability while detailed to 
and serving with the Armed Forces. 

Background of the bill 

The House Committee on Armed Serviees has had legislation of this type 
under consideration since the time that committee was organized 

In 1947 an interservice committee on pay and allowances, known as the 
Fechteler Board, prepared a report which dealt in part with the subject of 
survivor benefits and recommended remedial action. 

A House bill to carry out the recommendations of the Fechteler Board was 
introduced in 1948, but in view of the appointment of the Advisory Commis 
sion on Service Pay, otherwise referred to as the Hook Commission, legislative 
action was held in abeyance pending the Commission’s report. 

It developed that the report of the Hook Commission did not touch upon this 
subject. As a consequence the Department of Defense recommended a bill 
which was introduced in the 8lst Congress and which was the subject of hear- 
ings before a subcommittee of the House Committee on Armed Services. Doubts 
as to the actuarial soundness of the plan proposed by that bill and the extreme 
complexity of other features of the bill resulted in the subcommittee referring 
the matter back to the Department of Defense for futher clarification. 

4 revised bill was introduced in the Ist session of the 82d Congress and was 
again the subject of hearings before a subcommittee of the House Committee 
on Armed Services. This bill, as was the case with its predecessor, dealt with 
the subject of survivor benefits in a comprehensive manner, rather than limiting 
itself to survivors of retired personnel. In the meantime other action taken 
in the 82d Congress with respect to benefits of active duty personnel removed 
much of the urgency for the survivor benefit plan under consideration before 
the House subcommittee As a consequence, a new bill was introduced, limiting 
itself to benefits for survivors of retired personnel only. No action was taken 
on this bill, but after the adjournment of the 82d Congess the bill was subject 
to consultations held throughout the summer of 1952 with representatives of 
the Life In urance Association of America the National ASsociation $ of Life 
Underwriters, and the American Life Convention. With the aid of the actuarial 








committee of the Life Insurance Association of Ameri certain technical 
changes wert ade in the bill which had been pe! g fore t S2d Congress 
This resulted in the present version of the bi which was considered by the 
House Committee on Armed Services in May 1953, and which unanimously 


passed the House on June 10 


Cost of proposed leg slation 


Chis measure should involve no additional cost to the Government other than 


administr e costs The deductions to be made in the retired pay of retired 
members electing to provide an annuity for the dependents would be determined 
by the actuarial equivalent method, which means that the deductions in pay 
during the retired member’s lifetime would on the average be suflicient to pay 
for the benefits accruing to his dependents after his death, thus insuring no 
increased cost to the Government in retirement benefits 





Relation of the bill to the President’s legislative program 

This bill is not a departmental bill in the sense that it has been formally 
recommended by one of the executive departments, with the concurrence of the 
sureau of the Budget. 








The Department of Defense endorses the bill, as is evidenced by this report of 
May 20, 1953, to the chairman of the House Committee on Armed Servi 

The views of the Bureau of the Budget, the Department of Health, Educa- 
tion, and Welfare, the Civil Service Commission, and the General Accounting 
Office were requested by the Senate Committee on Armed Services. All amend 


ments recommended by any of these agencies are set forth at the appropriate 
places in this committee print. The letters themselves are printed beginning 
on pase 15 


on 
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SUMMARY OF PRINCIPAL PROVISIONS OF THE BILL 


Personnel covered by the bill 


The bill applies to all officers and persons in enlisted grades of the uniformed 
services. The uniformed services are the Army, Navy, Air Force, Marine Corps, 
Coast Guard, Coast and Geodetic Survey, and Public Health Service, including 
all components and members thereof 


Retired pay to which bill applies 


The bill applies to any retired pay awarded as a result of service in any one 
of the uniformed services, including retired pay awarded members of the Reserve 
components under Public Law 8i0, 80th Congress, for completion of 20 years of 
satisfactory Federal service. 


Method of providing annuities for the surviving widows and children of retired 
me mbers 


The bill would permit the election of a reduced amount of retired pay so as 
to provide an annuity equal to one-half, one-quarter, or one-eighth of the reduced 
amount of the retired pay, the annuity to be payable on the death of the member 
innuities which may be elected 

Four types of annuities may be elected: 

(1) Annuity for the widou Payable to or on behalf of the widow. Termf- 
nates upon her death or remarriage, whichever occurs first. 

(2) Annuity for the child or children Payable to or on behalf of the surviving 
child or children. Terminates when there ceases to be at least 1 surviving 
child, unmarried and under 18 years of age. Where there is a child, unmarried 
and over 18 years of age who is incapable of self-support because of being men 
tally defective or physically incapacitated, the annuity would terminate upon 
the marriage of such child or his recovery from the disability, whichever occurs 
first 

(3) Annuity for the family.—Payable to or on behalf of the widow and sur 
viving children. Terminates upon the death or remarriage of the widow, or, if 
later, on the first day of the month in which there were no surviving children 
under 18 years of age and unmarried. If there were a mentally defective or 
physically incapacitated child, unmarried and over 18 years of age, the annuity 
would terminate as stated in (2) above. 

(4) Annuity with provision to cover contingency of beneficiary predcce asing 
retired member —This annuity may include the terms and conditions of (1), 
(2), or (8) above, with the added provision that no further deductions will be 
made in the retired pay of the retired member commencing with the first day 
of the month following that in which there is no beneficiary who wonld have 
been eligible to receive the annuity upon the death of the retired member 


Time of election 


(1) For active menibers A member on the active list of a Regular or Reserve 
component of a uniformed service may make the election prior to the completion 
of 18 years of service which is creditable in the computation of his active-duty 
pay, the election to be effective if he has a widow, child, or children living on 
the date of his retirement. 

(2) For active members iho have completed 18 years of service-—A member 
on the active list of a Regular or Reserve component of a uniformed service who 
has heretofore completed the 18 years of service may make the election within 
180 days after the effective date of the bill. 

(3) For members retired for physical disability A member on the active list 
of a Regular or Reserve component of a uniformed service who is retired for 
physical disability prior to the completion of the 18 years of service, or a former 
member who is awarded retired pay for physical disability, may make the elec 
tion at the time of retirement. 

(4) For members heretofore retired.—A retired member of a Regular or 
Reserve component of a uniformed service who has heretofore been awarded 
retired pay by his unifomed sevice may make the election within 180 days 
after the effective date of the bill. 

(5) For active members held prisoners of war—A member on the active list 
of a Regular or Reserve component who, as a result of military or naval opera- 
tions, is missing, missing in action, interned in a neutral country, captured 
by hostile forces, or beleaguered or besieged, and who because of that status 
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is unable to make the election within the specified time may make it within 6 
months of his return to the jurisdiction of his uniformed service 


Finality of election 


An active member may modify or revoke his election at any time prior to his 
retirement Any modification or revocation, however, would not be effective if 
the member retired within 5 years after the date he makes the modification 
or revocation An active member who revokes his election would not hereafter 
be permitted to again make an election. The election made by a member who 
has heretofore been awarded retired pay would be irrevocable. 


Limitation on dependents 


An annuity could only be provided for the person who was the spouse of 
active member on the date of his retirement, or for the person who was the 
spouse on the effective date of the bill of a member heretofore awarded retired 
pay Che annuity to a child or children would be limited to a legitimate child, 

tepchild dependent upon the member for support, or a lly adopted child, 
under 18 years of age and unmarried, who was born and is living at the date 
of retirement of the active member or on the effective date of the bill in the 
Case a member heretofore awarded retired pay. An annuity, however, could 
be provided for a child over 18 years of age and unmarried if the child is 
incapable of self-support because of being mentally defective or physically in 


capucitated and that condition existed prior to his reaching 18 years of age. 


ir 





Board of Actuaries 


The President is directed to convene annually, or oftener if he deems necessary} 
a Board of Actuaries to be composed of the actuary from the Treasury Depart 
ment, the chief actuary of the Social Security Administration, and an actuary 
selected from the membership of the Society of Actuaries One of the duties of 
the Board of Actuaries would be to select the actuarial tables to be used in 
determining the amount of the reduction thereafter to be made in retired pay 
1 


in order to provide the annuities eleeted 


Vethod o piputing reductions m retired pal 

Reductions to be made in the retired pay of members making the election 

would be computed by the uniformed service concerned in each individual case 
is of the date of retirement in the case of an active member and as of the 

date of election in the case of a member heretofore awarded retired pay The 

reduction would be computed by an actuarial equivalent method using mortality 
nd remarriage tables selected by the Board of Actuaries and an interest rate of 
percent a year 





Retired members not receiving retired pau 


Any member awarded retired pay by his uniformed service who has made 
th election to provide an annuity for his survivors and who far any reason, such 
as employment on active duty or in a civilian position under the Federal Gov 
ernment, is not receiving that pay would be required to deposit with the United 
States Treasury the amount which would have been deducted from his retired pay 
had he been receiving that pay 


Lhaeplanation of options 
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Reductions in annual retirement pay necessary to provide survivor with annuity 
of one-half of reduced pay 








Age Reduced Annuity | Reduction | Percent 

_ - Option retired to sur- in retired reduc- 
Man Wife | Child pay vivor pay tion 

2 57 12 $7. 500 l $3, 069 $1, 361 18. 1 

9 3, 678 143 1.9 

3, 061 1, 379 18.4 

i4 2, 974 1, 553 20. 7 

2 14 167 3, 584 333 4.4 

3 i4 v51 2, 976 1, 549 2%). 7 

l 12 6, 748 3, 374 752 10.0 

‘ 1 6, 000 090 2. 54 910 15.2 

RRQ 2 945 111 1.9 

5. O70 2.453 930 15.5 

land 4 4, URE 2, 491 1,014 16.9 

2 i4 5, 760 2, 880 240 4.0 

nd 4 4. 973 2, 486 1, 027 | 17.1 

] i2 5, 489 2, 745 511 8.5 

4 40 5 l 3. 100 1, 550 400 11.4 

2 3, 411 1, 706 89 2.5 

08a I $31 12.3 

‘ 2 1 &: 438 12.5 

14 7 1, 678 143 4.1 

i4 ; 1, 521 4157 13.1 

2 2 1, 625 245 7.0 

R59 9 14] 7.1 

2 O80 ORD 4) | 2.0 

837 919 163 8.2 

x 925 149 7.5 

1, 934 067 6 3.3 

1, 829 915 171 8.6 

| 1, 909 955 91 4.6 

rh I ation of options 1 and 2 provides for annuities of 4 retired pay to widow and child separately. 


SECTION-BY-SECTION ANALYSIS OF THE BIL 


SECTION 1. GIVES THE TITLE BY WHICH THE ACT MAY BE CITED 


This section provides that the act may be cited as the “Uniformed Services 
Cr tingency Option Act of 1953.” 


SECTI S « LN RMS SED IN THE BILI 
“Uniformed ser es.’ This subsection defines this term as meaning the 
Ar of the United S N United States Air Force, Marine Corps, Coast 





l ; t 
Guard, Coast and Geodetic Survey, and Public Health Service, including all com- 
ponents and members thereof. These are the services which receive pay and 
disability benefits under the Career Compensation Act of 1949. 

b) “Member.”’—This subsection defines this term as meaning a commissioned 
officer, commissioned warrant oflicer, warrant officer, nurse, flight oflicer, or a 
person in an enlisted grade (including an aviation cadet), of any of the uni- 
i services, and also a person entitled to retainer pay in the Fleet Reserve 
of the N y or the Fleet Marine Corps Reserve with credit for 16 or more years 


OT I i sery ¢ 
ictive emt "This subsection defines this term as meaning a member 
on the active list of a regular or reserve component of a uniformed service. 

i) “tetired member.”’—This subsection defines this term as meaning a mem 
ber or former member of a uni med service who is or has been awarded retired, 
retirenient, or retainer pay, or equivalent pay, as the result of service in one of 

uniformed service 

e) “Widow.’—This subsec n provides that this term shall include a wid- 

imits the term to the spouse at the date of retirement for an active 
r to the spouse at t elfective date of the bill for a retired member 
wa ed retired pay prior t that date 


(f) “Child.’—This subsection defines this term as meaning a legitimate child, 
stepchild in fact de pendent upon the member for support, or a legally adopted 
child, under 18 years of age and unmarried, or a child over 18 years of age and 


nmarried who is incapable of self-support because of being mentally defective 
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or physically incapacitated if that condition existed prior to reaching age 1S 
The term is limited to an active member’s child Vv was born and livin t the 
| 


nA vin 
date of retirement of the active member, and to a chil ho was born and livin 


i 
on the effective date of the bill in the case of a retired member awarded retired 





uniformed service may make the election at the time he is ay rded that pay. 
VU odification or revocation of terms of ¢ ction Lhe te of the elect _ x 

be modified or revoked by a member at any tin 

any modification o ‘vocation so made all not 


5 vears after the date of the modification or revoeatior It a provid tl 





any member who revokes an election shall not thereafter be permitted 


draw or modify his revocation and that after it becomes effective he shal] 








be permitted to be covered in any way by the bill 

In the uniformed services retirement takes } e at various intervals through 
out the career of the members rather than at a fixed e or upon completion 

definite period of service as is the case in most civilian organizations As a 
result it is not feasible to provide a preelection pe 1 of a certain number of 
years prior to retirement as is done under civilian plans In civ in retirement 
plans the common practice require that the election by an individual to be 
retired be made from 8 to 5 years before the date of retirement As previously 
stated, the 18 years represents 2 years before retirement can be granted to either 
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officers or enlisted personnel, excegt in the case of physical disability retire- 
ment Under the plan provided by this bill, while original election is required 

to the completion of 18 years of service, the election may be modified or 
revoked 5 years before retirement, which in effeet gives the member of a uni 


formed service the same option as given under civilian retirement plans. 





prior 


(b) Retired members heretofore awarded retired pay 


This subsection provides that a retired member who has heretofore been 


awarded retired pay by a uniformed service may, within 180 days after the 
effective date of this act, elect to receive a reduced amount of that retired pay in 
order to provide one or more of the annuities specified in section 4 of the bill, 
payable after his death to his widow, child, or children. This section also pro- 
vides that an election so made shall thereafter be irrevocable. 

As the bill would not become effective until 3 months after its enactment a 
member of the uniformed services now in a retired status would have 9 months 
in which to consider whether he desired to participate in the plan, 


(c) Election for mentally incompetent members 

Chis subsection provides tl whenever an active member, or a former mem 
ber who has been awarded retired pay | ember is determined to 
be mentally incompetent by medical officers of his service or by the Veterans’ 
Administration, or is adjudged mentally incompetent by the courts, and because 
of his mental condition is incapable of making an election within the time speci- 
fied, the head of the department concerned may make an appropriate election 
on his behalf if so requested by the spouse, or if there is no spouse by the child 
or children of the membe If the member is later determined to be mentally 
competent he may, within 180 days of that determination, terminate the election 

ade in his behalf. Any deductions made prior to his termination of the elec- 
tion made on his behalf would not be refunded. 


or a retires 





SECTION 4 ANNUITIES WHICH MAY BE ELECTED 


a) Options 


This subsection provides that an active or retired member may elect one or 
more of the following annuities in amounts equal to one-half, one-quarter, or 
one-eizhth of the reduced amount of his retired pay: 

0 n (1): Widor An annuity payuble to or on behalf of his widow, the 
annuity to terminate upon her death or remarriage, whichever first occurs. 


Option (2): Children.—An annuity payable to or on behalf of his surviving 
child or children, the annuity to terminate when there ceases to be at least one 
nz child, unmarried and under 18 years of age. Should there be a child, 
unmarried and over 18 years of age incapable of self-support because of being 
I physical incapacitated and that condition existed prior 

» the child reaching 18 years of ege, the annuity would terminate upon his mar- 
riage or recovery from the disability, whichever first occurs. 

Kach payment of an annuity under this option would be paid in equal shares 
to or on behalf of the surviving children remaining eligible at the time the pay- 
ment is due. 

Oplion (3): Family option—An annuity payable to or on behalf of his widow 
and surviving children, the annuity to terminate upon the death or remarriage of 
the widow, or, if later, the first day of the month in which there are no surviving 
children of the member who are under 18 years of age and unmarried. If, how- 
ever, there is a child, unmarried and over 18 years of age incapable of self-support 
because of being mentally defective or physically incapacitated and that condi- 
tion evisted prior to the child reaching 18 years of age, then the annuity would 
terminate upon the child’s marriage or recovery from the disability, whichever 
first occurs. 











Under this option the annuity would be paid to the widow until death or remar- 
riage and thereafter each payment would be paid in equal shares to or on behalf 
of the surviving children remaining eligible at the time the payment was due. 

Option (4): If dependents predecease member.—An annuity payable under the 
same terms and conditions as specified in (1), (2), or (8) above, with the addi- 
tional provision that no further deductions would be made from the retired pay 
of the retired member commencing with the first day of the month following that 
in which there was no beneficary who would have been eligible to receive the 
annuity upon the death of the retired member. 
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») Active or retired member who desires to provide more than one annuity for his 
survivors 

Phis subsection provides that where an active or retired member desires to 
de more than one annuity he may elect the annuity to the widow and the 

nnuity to the children, with or without the provision of option (4) that no 


further dedu m his retired pay commencing with the 
first day of the n which there was no beneficiary who 
uld have bee innuity on his death The combined 





percent of the amount of the retired 








) tio) nde by an actuarial equivalent method in 
each individual case 
i ibs mn provides tha made in the retired pay of 
( etired member who | nto provide an annuity for 
38 \ I shall be omput d by ice, as of the date of retire 
! he ise of an ‘ late of election in the case 
) nb ‘ tof iwards ! actuarial equivalent method 
isin bas propriate actu “l by the Board of Actuaries, 
‘ f nde1 t S of the ‘ t rate of 5 percent per year. 
rhe actuar tables to be usec uld be those in ect at the time the computa 
eq thod eans that the deductions made from the 
] if the meml W be on the average sufficient to pay the benefits 
cruin » th rvivor of the retired membet The foliowing is an example 
he ietnha lequ ent method wou Lope ¢ 
r whe etired at age 55 with $6,000 a year retired pay elects to 
nnuity for his wife equal to one-half of the amount of his reduced 
I] wife » J rs ung han lie The mortality table indi 
that } may live ‘ i additional period of 18.54 years An actuarial 
latic would be made to assure, insofar as } e that the reduced pay 
oflic« \ vd draw iuring |! ‘etime in a etired status and the 
be paid h wife : er |] death will no st the Government any 
on the average than the pay w h the Government would have « ‘pected 
have aid the office) uring his lifetime unde existing law This is the 
ng principle on which the bill is based. Under the election made by 
the sum of S910 a yea would be deducted from h norma retired 
f $6,000, leaving a reduced retired pay of $5,090 a year during the officer’s 
etimeé Upon his death his widow would receive $2,545 a year until her 
rriage o aea } It Vi be noted t?! at the ¢ ffi er would take a reduct on of 
15.2 percent in his retired pay during his lifetime in order to provide this annuity 
for his widow 


d) Members on a temporary disability retired list 


Chis subsection provides that an active member or a former member on the 
temporary disab lity retired list of his uniformed service, who has elected to 
provide an annuity for his survivors and who is subsequently removed *rom the 
list for any reason other than for permanent retirement, shall have refunded t 
him a sum which represents the difference between the amount by wh'ch his 
retired pay was reduced and the cost of an amount of term insurance whicl 
equal to the protection provided his dependents during the 
the temporary disability retired list. 

Under the Career Compensation Act of 1949 a member of a uniformed service 
may be placed on the temporary disability retired list of his service for a period 
not to exceed 5 years in order to determine whether his disability is permanent. 
During the period he is on the temporary disability retired list he receives retired 
pay. If asa result of periodic examinations the member is found to be physically 
fit to perform the duties of his rank or rating he may be reappointed or reenlisted 
in his uniformed service. If he does not desire to return to active serv ee his 
retired pay is terminated and he is separated from the service Under this 
subsection refund would be made where the member was returned to active 
service or where he was separated from the service. 









SECTION 5. DEPOSITS REQUIRED WHEN RETIRED MEMBER IS NOT RECEIVING RETIRED PAY 


This section provides that during any period in which a retired member who 
as made an election to provide an annuity for his survivors is not receiving his 
retired pay he shall deposit with the United States Treasury the amount which 
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1ave been withheld from his retired pay had he been receiving that pay. 
Se on requires the retired member to continue to contribute toward the 
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This provision is similar to that contained in the Civil Service Retirement 
Act of May 29, 1930, as amended. 


SECTION 10. DATE OF ACCRUAL AND PAYMENT OF ANNUITIES 


This section provides that all annuities payable under the bill shall accrue 
from the first day of the month in which the retired member dies and shall be 
due and payable not later than the 15th day of each month following the 
month in which the retired member died. The section also provides that 
no annuity shall accrue or be paid for the month in which entitlement to the 
annuity terminates. 


SECTION 11. ANNUITIES TO BE IN ADDITION TO ANY PENSIONS AND NOT TO BE CON- 
SIDERED AS INCOME UNDER ANY LAW ADMINISTERED BY THE VETERANS’ 
ADMINISTRATION 


This section provides that annuities payable under the bill shall be in addi- 
tion to any pensions or Other payments to which the beneficiaries may now or 
hereafter be entitled under other provisions of law and shall not be considered 
as income under any law administered by the Veterans’ Administration. 

Under the pension laws administered by the Veterans’ Administration no 
payment of a pension, where the husband died of a non-service-connected disa- 
bility, may be made to a widow without child whose annual income exceeds 
$1,400, or to a widow with a child or children whose annual income exceeds 
$2,700. Payments of United States Government life insurance or national 
service life insurance are not considered in determining annual income for 
the purpose of this pension. This section would place annuity payments in the 
same category as Government life insurance payments. 

SECTION 12. AUTHORIZATION OF PERMANENT APPROPRIATIONS TO CARRY OUT THE 
PROVISIONS OF THE BILL 


This section authorizes the permanent appropriation of funds necessary to 
carry out the provisions of the bill. 


SECTION 13. EFFECTIVE DATE OF THE BILL 


This section provides that the bill shall take effect on the first day of the 
third month following the month in which it is enacted. 

The 3 months after the enactment of the bill is considered necessary to permit 
the drafting of the regulations. 


DEPARTMENTAL RECOMMENDATIONS 


OXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington 25, D. C., June 29, 1953. 
Hon. LEVERETT SALTONSTALL, 
Chairman, Committee on Armed Services, 
United States Senate, Washington 25, D. C. 
_— 


My Dear Mr. CHAIRMAN: This is in response to your letter of June 20, 1953, 
asking for the views of the Bureau of the Budget on H. R. 5304, a bill to permit 
members of the uniformed services to elect certain contingency options, and for 
other purposes. 

H. R. 5304 presents an extremely complex problem involving the consideration 
of benefits under a number of programs administered by different agencies. The 
key issue is how to provide adequate and uniform survivorship protection for 
both active duty and retired military personnel at least cost. 

The Bureau of the Budget has been concerned for several years about the 
existing situation in which some survivors of military personnel receive little 
protection while others obtain benefits administered by several different Govern- 
ment agencies. In connection with the study of national service life insurance 
by the House Committee on Veterans’ Affairs during the 81st Congress, the Bureau 
of the Budget submitted a report outlining the problem and suggesting certain 
guiding principles for future action. The report was printed in the House 
Veterans’ Affairs Committee hearings on H. R. 9437, H. R. 9440, and other bills 
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to amend the National Service Life Insurance Act or provide a new act in lieu 
thereof. 

While this study by the Sist Congress resulted in material improvement through 
the enactment of Public Law 23 establishing a system of indemnities in lieu of 
national service life insurance, it left the various programs providing survivor 
benefits for military personnel uncoordinated. Since the start of the Korean 
conflict, which is technically not a “state of war,” a further real problem has 
arisen because reservists are eligible for benefits under the Federal Employees’ 
Compensation Act, while regular military personnel are not. 

Survivorship benefits for retired military personnel are only one part of this 
complex problem. Under existing laws survivors of military personnel deceased 
after retirement for service or for disability—as well as survivors of personnel 
deceased while on active duty—may be entitled, on the one hand, to survivorship 
benefits under the Veterans’ Administration indemnity, insurance, compensation, 
or pension programs, under the old-age and survivors insurance system admin- 
istered by the Department of Health, Education, and Welfare, and under the 
Federal Employees’ Compensation Act administered by the Department of Labor. 
On the other hand, in some instances, they may not be eligible for any of these 
benefits 

In view of the many ramifications of the present situation and the fact that 
it has existed for a number of years, it might be seriously questioned whether 
enactment of legislation at this time to create a new set of benefits is the proper 
approach. Moreover, certain technical features in H. R. 5304 need further 
consideration. For example, the Bureau of the Budget questions provisions: 
(1) in section 4 (¢) specifying permanently a 3-percent rate of interest as a 
basis for actuarial calculations of the benefits; (2) in section 6 excepting the 
departmental determinations from review by other administrative or accounting 
officers of the Government; (3) in section 11 exempting these new benefits from 
the income limitations now applicable to nonservice-connected pensions paid by 
the Veterans’ Administration; and (4) in section 12 authorizing a permanent 
appropriation. The enclosure to this letter outlines the changes, and the reasons 
therefor, in the language of H. R. 5304 which the Bureau of the Budget would 
recommend 


Public Law 555 of the 82d Congress established a Committee on Retirement 
Policy for Federal Personnel and directed it to make a comparative study of all 
retirement systems for Federal personnel and to report its findings and recom- 
mendations. Both the Secretary of Defense and the Director of the Bureau of 
the Budget are members of that committee. The comprehensive charter of that 
committee provides an exceptional opportunity for obtaining necessary basic data, 
and for preparing thorough and balanced analyses of employees’ retirement, 
disability, and survivorship matters 

Thus by direction of the Congress the subject of surviyorship benefits for 
military personnel is under study by the Committee on Retirement Policy in a 
broad framework which offers an unusual opportunity for constructive examina- 
tion of this many-sided problem. It is the view of the Bureau of the Budget that 
the Congress may wish to consider whether important substantive changes in 
retirement and related benefits for Federal personnel should be deferred until 
the report of the Committee on Retirement Policy for Federal Personnel is 
available. The President’s Adviser on Personnel concurs in these views. 

Sincerely yours, 
(Signed) RowLanp HvuGHEs, 
Assistant Director. 


JUNE 26, 1953. 
TECHNICAL CHANGES RECOMMENDED BY BUREAU OF THE BuDGET IN H. R. 5304 


Changes in four provisions of H. R. 5304 as passed by the House are recom- 
mended for consideration, as follows: 

1. Section 4 (c) provides that the reduction in annuities of retired personnel 
for electing survivorship options shall be accomplished by an actuarial equiva- 
lent method and using “an interest rate of 3 percent per annum.” 

As is well known, interest rates in the economy fluctuate considerably over 
time. The Bureau of the Budget has been recommending that in drafting legis- 
lation specifying interest or loan rates, provision be made for periodic adjust- 
ments in the rates and that they be determined on the basis of the prevailing 
market yield on publie debt issues of appropriate maturities. 
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It is therefore recommended that provision be made in H. R. 5304 for a periodic 
adjustment in the interest rate in section 4 (c) on the basis of the average yield 
on outstanding iong-term United States bonds. This should be analogous to the 
requirement in section 8 that the actuarial tables recommended by the Board of 
Actuaries are to be used. 

The recommended change can be made by inserting the following additional 
language before the period at the end of the first sentence of subsection 4 (c) in 
H. R. 5304: “or such other interest rate as the Secretary of the Treasury, after 
considering the average yield during the preceding 6 months on outstanding 
marketable long-term obligations of the United States, may specify by August 1 
of any year as applicable for the succeeding calendar year.” 

2. Section 6 provides that “Determinations and certifications under this act 
shall not be subject to review by any administrative or accounting officer of the 
Government.” Congressional hearings in 1950 on the National Service Life 
Insurance Act brought out clearly that broad provisions in law vesting power of 
final decision on matters relating to that program in the Administrator of 
Veterans’ Affairs were undesirable. (See H. Rept. No. 2761, 8lst Cong., 2d 
sess., pp. 17 and 49-55.) 

The Bureau of the Budget recommends that if language along these lines is to 
be left in section 6 it should be clarified so that it clearly does not preclude 
appropriate review, including for fraud or negligence, of operations under the 
act by such agencies as the General Accounting Office. 

Since the main effect of this provision would be on the General Accounting 
Office, the advice of the Comptroller General might be desired in drafting this 
and other related provisions of H. R. 5304. 

3. Section 11 provides that payments under the act “shall not be considered 
income under any law administered by the Veterans’ Administration.” The 
effect of this provision would be to amend existing veterans’ benefits laws to 
authorize the payment in all cases of non-service-connected pensions by the VA 
in addition to the proposed military survivorship benefits. The pensions are 
subject now to income limitations of $1,400 for single individuals and $2,700 a 
year for persons with dependents. 

Since both Veterans’ Administration pensions and military retirement benefits 
are paid entirely by the Government and inasmuch as the income limitations 
now in force apply to military retirement payments, there would seem to be no 
justification for exempting military survivorship benefits, which represent only 
a reallocation of the retired military person’s annuity, from the income limi- 
tations. 

In view of the lower priority of veterans’ non-service-connected pensions as 
compared to service-connected benefits, and the necessity for utmost economy in 
all Federal programs, the Bureau of the Budget has been recommending that the 
existing income limitations governing Veterans’ Administration non-service- 
connected pensions should not be relaxed. 

This provision in section 11 relating to income limitations would require in- 
creased expenditures by the Veterans’ Administration for pension benefits and 
would therefore appear to be contrary to the expressed intent of the Department 
of Defense and of the House as stated in House Report 496, 83d Congress, that 
this bill should not involve additional cost to the Government other than a small 
administrative expense. 

It is recommended that the words “and shall not be considered income under 
any law administered by the Veterans’ Administration” be eliminated from 
section 11. 

4. Section 12 would authorize a permanent appropriation, without any limit, 
to carry out the act. This would appear to be undesirable and inconsistent with 
general budgetary practice in the Government if it is to apply to administrative 
expenses. Insofar as the survivorship benefits are concerned, they would repre- 
sent only a reallocation of retirement benefits and it would appear logical and 
they be paid from the existing appropriation account for “Retired pay, Depart 
ments of Defense,” which is on an annual, definite basis instead of from a new 
account on some different basis. 

It is recommended that the word “permanently” be stricken from section 12. 








16 UNIFORMED SERVICES CONTINGENCY OPTION ACT OF 1953 


DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE, 
July 8, 1958. 
Hon. LEVERETT SALTONSTALL, 
Chairman, Committee on Armed Services, 
United States Senate, Washington, D. C. 


DEAR Mr. CHAIRMAN: This letter is in response to your request of June 20, 
1953, for a report on the Senate committee print on H. R. 5304, a bill to permit 
members of the uniformed services to elect contingenty options, and for other 
purposes. 

This bill would provide that members of the uniformed services may, at their 
election, receive a reduced retirement pay in return for an annuity payable after 
death to specified surviving dependents. This would, in effect, permit such 
members to divide the total amount that they are now authorized to receive on 
their own behalf as retired or retirement pay between themselves and surviving 
dependents. The amount of reduction in retired or retirement pay would be 
computed by the actuarial equivalent method, using as a basis appropriate 
actuarial tables. 

This bill is of particular interest to this Department in two respects. First, 
the bill would extend the contingency options to members of the Commissioned 
Corps of the Public Health Service; and, secondly, it would provide that the 
chief actuary of the Social Security Administration would be one of the three 
members of the Board of Actuaries established to advise in the administration of 
the act and prescribe tables for computing the deductions by the actuarial 
equivalent method. 

As you know, the Public Health Service has a commissioned personnel system 
which is substantially identical with that governing officers of the medical depart 
ments of the Armed Forces. The current strength of the Commissioned Corps 
approximates 2,600, of which 1,300 are Regular Corps and 1,300 are Reserve 
Corps. All officers are paid, as are officers of the other uniformed services, under 
the Career Compensation Act of 1949. In other respects, commissioned officers of 
the Public Health Service are appointed to and promoted in the Public Health 
Service under provisions of law comparable to Army, Navy, and Air Force law. 
The retirement system applicable to officers of the Regular Corps is similar in 
all respects to the retirement systems of the Armed Forces. Officers of the 
Reserve Corps, while in general subject to the Civil Service Retirement Act, are 
retired for disability under title TV of the Career Compensation Act, and would, 
therefore, to this extent, come within the purview of H. R. 5304. 

Therefore, as officers of the Regular Corps retired for any reason and officers 
of the Reserve Corps retired for disability are so retired under a system common 
to all unifomed services, we recommend that, in the event of favorable action on 
this bill, commissioned officers of the Public Health Service be included as they 
are in H. R. 5304. 

We would have no objection to the service of the chief actuary of the Social 
Security Administration on the Board of Actuaries established under the pill. 

The Bureau of the Budget advises that, while there is no objection to the 
submission of this report, the views of the Bureau have been set forth in a letter 
transmitted directly to your committee. 

Sincerely yours, 


Oveta CuLPp Horsy, Secretary. 


UNITED STATES CIvit SERVICE COMMISSION, 
Washington 25, D. C., July 13, 1958. 
Hon. LEVERETT SALTONSTALI 
Chairman, Committee on Armed Services, 
United States Senate, 212 Senate Office Building. 


~o 


DeAR SENATOR SALTONSTALL: Reference is made to your letter of June 20, 1953, 
requesting the Commission’s comments on H. R. 5304, a bill to permit members 
of the Armed Forces to elect certain contingency options, and for other purposes. 

The purpose of this bill is to authorize retiring or retired officers and enlisted 


personnel of the uniformed services of the United States (Regular or Reserve) 


to elect to receive a reduced amount of retired pay to provide upon their death 
annuities for their surviving widows and/or minor children. A complete sum- 
mary of the principal provisions of the bill is contained in the committee print. 

In effect, the plan merely permits officers or enlisted personnel to share their 
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retired pay with their survivors. The reduction in retired pay is to be made by 
an actuarial equivalent method. On this basis there should be no additional 
cost to the Government, other than cost of administration. 

Under the terms of the Civil Service Retirement Act, a retiring employee may 
elect a reduced annuity with a continuing benefit to his surviving spouse. No 
reason is apparent why the proposal as suggested should not be extended to the 
military branch 

However, the Congress recently established a Committee on Retirement Policy 
for Federal Personnel. The Chairman of the Civil Service Commission and the 
Secretary of Defense are members of that Committee. The Committee is directed 
to make a comparative study of all Federal retirement systems, and to report to 
Congress not later than June 30, 1954 Chis report will include the following 
findings and recommendations: (1) The types and amounts of retirement and 
other related benefits provided to Federal personnel, including their role in the 
compensation system as a whole; (2) the necessity for special benefit provi- 
sions for selected employee groups, including overseas personnel and employees 
in hazardous occupations; (38) the relationships of those retirement systems to 
one another, to the Federal employees’ compensation system, and to such general 
systems as old-age and survivors insurance; and (4) the current financial status 
of the several systems, the most desirable methods of cost determination and 
finding, the division of costs between the Government and the members of the 
Systems, and the policies that should be followed in meeting the Government's 
portion of the cost of the various systems. 

It is the view of the Commission that the Congress may wish to consider 
Whether important, substantive changes in retirement and related benefits for 
Federal personnel should be deferred until the report of the Committe on Retire- 
ment Policy for Federal Personne! is available 

The Bureau of the Budget advises that there would be no objection to the sub 
mission of this report to your committee 

sy direction of the Commission : 

Sincerely, 
Puitie Youne, Chairman. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, July 8, 1953, 
Hon. LEVERETT SALTONSTALL, 
Chairman, Committee on Armed Services, 
United States Senate. 

My Dear Mr. CHAIRMAN: Reference is made to your letter of June 20, 1953 
(acknowledged by telephone on June 22, 1953), enclosing copies of a Committee 
print on the bill H. R. 5304, entitled “An act to permit members of the uniformed 
services to elect certain contingency options, and for other purposes.” You re- 
quest an expression of any views this Office may have on such bill which are 
deemed pertinent for consideration by your committee, it being stated that the 
said bill has passed the House of Representatives. 

As indicated in the committee print, the purpose of the bill is to establish a 
plan whereby officers and enlisted personnel of the Regular and Reserve com 
ponents of the uniformed services may elect to receive, upon entering a retired 
status, a reduced amount of their retired pay during their lifetime in order to 
provide annuities for their surviving widows and children, It thus would provide 
for uniformed services personnel substantially similar benefits in that respect to 
those now provided for Federal civilian employees by the Civil Service Retire- 
ment Act of May 29, 1930, as amended. (See 5 U.S. C. 698.) 

This Office perceives no serious objection to the broad purpose of the bill. How- 
ever, it does oppose certain of the provisions contained in sections 6 and 7 of the 
bill and feels that section 12 of the bill should be modified somewhat. 

The objectionable part of section 6 is the last sentence thereof which would 
tend to lessen the authority of the General Accounting Office with respect to the 
audit of the payments involved. It is not believed that such sentence is necessary 
to insure the smooth functioning of the plan embraced in the bill and its elimina- 
tion will make certain that the payments under the bill may be subjected to an 
effective independent audit. Accordingly, it is recommended that the last sen- 
tence of section 6 be deleted from the bill 

One of the objectionable features of section 7 of the bill is the waiver provision 
contained in subsection (b) of such section. Since it is a function of the General 
Accounting Office under 31 United States Code 71, to settle and adjust “all claims 
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and demands whatever by the Government of the United States or against it,” 
it would appear that waivers of claims by the Government, such as those contem- 
plated by subsection (b), should be made by, or with the concurrence of, this 
Office. The said subsection would be satisfactory if the words “and the Comp- 
troller General of the United States” were inserted after the comma following 
the word “concerned” in the third line of the subsection (line 11 on p. 12 of the 
committee print). 

Subsection (c) of section 7 of the bill would provide what is believed to be an 
unwarranted guaranty against liability for certifying and disbursing officers. It 
is not apparent to this Office that there is any valid reason why such officers 
should be given immunity from liability for erroneous payments of these survivor- 
ship benefits when they are, and should be, held liable for erroneous payments 
generally. Such provision is contrary to the intent and purpose of the Budget 
and Accounting Act, 1921 (42 Stat. 20), and no reason is perceived why it should 
be countenanced by the Congress. Such relief from accountability openly invites 
administrative carelessness and disregard of the law in the expenditure of public 
funds. It is therefore recommended that subsection (c) of section 7 be stricken 
from the bill. 

Section 12 of the bill apparently contemplates that the departments concerned 
will make annual requests for permanent appropriations of amounts sufficient 
to cover the anticipated benefit payments and the administrative costs, since no 
provision is made in the bill for the establishment of a fund for that purpose out 
of the amounts of retired pay which are to be withheld. However, it is not under- 
stood why the amounts requested should be permanently appropriated, that is, to 
remain available until expended. Appropriations of this type tend to lessen the 
control of the Congress over expenditures of public funds and they are contrary 
to the spirit and purpose of the Permanent Appropriation Repeal Act, 1934 (48 
Stat. 1224, 31 U. S. C. 725-725z). Since an annual request for funds apparently 
is contemplated, no reason is perceived why any unexpended balances of amounts 
appropriated should not be permitted to a after 2 years, as is now the case 
with appropriations generally. (See 31 U. S.C. 713.) It is suggested that sec- 
tion 12 be amended to read “The payments cotcianel to be made under this Act 
shall be made out of applicable current appropriations which are made available 
for that purpose.” 

Sincerely yours, 
LINDSAY C. WARREN, 
Comptroller General of the United States. 


Chairman Savronstatyt. We have invited Congressman Cole of 
New York and Congressman Kilday to appear before us, because 
they have worked on ‘this bill for a number of years. Unfortunately, 
Mr. Kilday is not in Washington, but Mr. Cole is here. We would 
appreciate very much, Congressman, if you will give us your attitude 
toward this bill. 

As the chairman understands it, the purpose of the bill is to permit 
a retired officer or enlisted man in any of the services to take a certain 
option, which, if taken, will build up a retirement backlog for his 
widow and his family after he has died, rather than to leave them 
penniless, which is the situation under the present law to a great 
extent. 

Senator Hunr. At no additional cost to the Government. 

Chairman Sattronsratu. At no additional cost to the Government. 

Mr. Cotz. That is substantially it. 

Chairman Satronstatn. Now, this is a complicated technical bill, 
anad is quite long. Could you tell us how this bill was built wp and 
whether, in your opinion, as a responsible and highly respected Mem- 
ber of the House, the bill is in satisfactory form ? 
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STATEMENT OF HON. W. STERLING COLE, A REPRESENTATIVE IN 
CONGRESS FROM THE 39TH CONGRESSIONAL DISTRICT OF THE 
STATE OF NEW YORK 


Mr. Coiz. Well, I am certain I do not measure up to the qualifica- 
tions you have indicated. However, I am happy to give you the 
benefit of whatever judgment I may have. 


HISTORY OF THE BILL 


It was suggested that it might be of interest to learn the history 
of this problem. It first came to my attention along in 1946 soon 
after World War II when one of our outstanding Pacific air heroes 
died, and it was reported to me that his widow was left destitute. It 
is not necessary to know the identity of the individual. 

Then, as I recall it, a subsequent death of a prominent naval officer 
occurred. Just this morning, visiting out in the outer office with 
Admiral Fechteler, he reminded me that I raised the question at a 
luncheon engagement over at the Navy Department when Secretary 
Forrestal was Secretary of the Navy. Admiral Fechteler was present. 
The result was that I asked the Judge Advocate General of the Navy 
to prepare a bill. 

I thought to myself—I realized that military personnel, officers as 
well as enlisted, had the right of retirement with an annuity which 
they had earned over a period of years—and I thought it was tragic and 
entirely unfair to the officer and to the family if “they couldn’t share 
that annuity in some fashion. 

Up in New York State, where I am a member of a retirement system, 
[ have the right to take a lesser annuity and be certain that some 
umount is left to my widow. At any rate the Judge Advocate pre- 
pared the bill. As I recall, that was late in the 80th Congress. 

In the subsequent Congress, Mr. Kilday introduced a bill on the 
same subject but with quite a different approach. That aroused a 
great deal of criticism, protest, and opposition from the insurance 
people. 

Over the course of the years there have been intermittent hearings 
on it, and now this year the bill has been reintroduced by me in prac- 
tically the same form as it was originally introduced, so that now 
the life-insurance people, the brokers, the underwriters are all agree- 
able to it. 

You have indicated, Mr. Chairman, that it is a technical bill. The 
administration of it will be very technical, because it will depend 
upon the age of the person, it will depend upon the number of relatives 
in the family, wife, or children that he may have, but in principle it 
is a very simple bill. All it does is tell any officer or enlisted man 
eligible for retirement that as he approaches retirement he may elect 
to share his retirement annuity with a widow or children 

That is the substance of it. 

Chairman Sarronstaty. Mr. Cole, let me ask you this: There are 
several, as I understand it, administrative amendments, or amend- 
ments that will improve the language. Have you been over these? 

Mr. Core. I have not. 

Chairman Sauronstatu. There are three: are there not? 
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Mr. Mupee. There are two recommended by the Comptroller Gen- 
eral, one of which deals with the finality of findings. 

There is one recommended by the Bureau of the Budget which, with 
respect to that 3 percent, would permit adjusting it if there were sub- 
stantial changes in the condition of the market, so that the 3 percent 
would not get out of line. It is permissive language. We understand 
that, with respect to all of the amendments excepting one—which I 
think Admiral Fechteler will discuss—the departments concerned feel 
they are technical amendments to which they have no objection. 

Mr. C oLE. I do not think I should comment on the proposed amend- 
ments without giv ing them a bit more thought. 

On the one suggested by the Comptroller General, it is my recoilec- 
tion that the bill was intended to provide that the Comptroller Gen- 
eral would not come into the picture unless there was evidence of 
fraud in the determination, Otherwise, the decision of the comp- 
troller of the service department. But as to those amendments, I am 
not 1n a position to comment. 

Chairman Sarronsrauy, Perhaps, Mr. Cole, if there is any ques- 
tion about them, you would not object if General Mudge discussed 
them with you at a future time before the committee acts on the 
bill? 

Mr. Corr. Not at all. I would be very happy to. In fact, Iam very 
anxious to see if we can’t have this enacted into law before the ad- 
journment of this Congress, one of the reasons being that we have 
some very prominent war heroes who are approaching retirement. 

Chairman SautonsTaL.. We want to cooperate with that idea, and 
that is why I asked you to come over here this morning. 

Mr. Core. I will be very happy to cooperate. 

Chairman Sauronsrauy. Thank you, sir. 

Senator Hunt. I want. to ask the Congressman a couple of ques- 
tions. I assume from your remarks that this bill is quite acceptable to 
the services. 

Mr. Corr. I am amazed that they haven’t shown greater interest 
and zeal in it back through the years. 

So far as I know, it is completely acceptable. 

Senator Hunt. You spoke with reference to it being something 
new. This type of annuity and this form of insurance is only new as 
to the services. 

Mr. Coir. That is correct. 

Senator Hunt. It is now in the scheme of good insurance practice. 

Mr. Core. You are quite right. 

Senator Hunt. Thank you. 

Now, there are here from the services—and I understand the Navy 
is taking the lead in this matter—Admiral Fechteler, Admiral Hollo- 
way, Mr. Myers, and Captain Hood. 

Admiral Fechteler, you are going to give us your opinion of this 


bill. 
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STATEMENT OF ADM. WILLIAM M. FECHTELER, OFFICE OF NAVAL 
OPERATIONS, ACCOMPANIED BY VICE ADM. J. L. HOLLOWAY, JR., 
CHIEF OF NAVAL PERSONNEL; ROBERT J. MYERS, CHIEF ACTU- 
ARY FROM THE SOCIAL SECURITY ADMINISTRATION; AND CAPT. 
JOE HOYT, DEPARTMENT OF THE NAVY 


Admiral Frcurevter. Mr. Chairman, I have a short statement. 

Chairman SauronstTauu. If there is no objection, we will put that in 
the record at this point. 

(The prepared statement submitted by Admiral Fechteler is as 
follows:) 


STATEMENT OF ADM. WILLIAM M. FECHTELER, USN, on H. R. 5304 


Mr. Chairman and gentlemen of the committee, I am indeed happy to have the 
privilege of appearing before you on behalf of H. R. 5304. It is difficult for 
those not intimately acquainted with the vagaries of a lifetime spent in the 
military services to grasp the tremendous importance of this bill to military 
personnel 

As some of you may know, I have devoted a great deal of time—on the Inter 
service Committee on Pay, with the Hook Commission, and as Deputy Chief of 
Naval Operations for Personnel—in attempting to crystalize and perfect a plan 
whereby retired personnel of the armed services might share with their sur 
vivors some portion of the retirement earned by long years of service to their 
country Under existing law, this privilege is enjoyed by the members of the 
Foreign Service, the employees of the civil-Service retirement system, including 
the leigslative branch, the employees covered by the Railroad Retirement Act, 
employees of the Tennessee Valley Authority, and many others in the Federal 
Government. The same privilege is extended to the retired employees of nearly 
every State and municipal government and is present in one form or another 
in nearly every industrial retirement plant. 

The plan before you has been wrought and rewrought over a period of over 
5 years, with the assistance of the leading actuaries in the United States. After 
extensive hearings it has passed the House unanimously. I feel confident that 
in its present form it will extend the long overdue privilege of contingency options 
o retired members of the military and naval services, at no additional cost to 
the Government. 

The retired pay of service personnel has always been taken into consideration 
in the formulation of pay seales. Thus, in effect, the Armed Forces do con- 
tribute to their retirement benefits although this contribution is not in the form 
of a dollar deduction from their monthly pay check. 


BENEFITS NOW PROVIDED 


You gentlemen are familiar with the various benefits which accrue to the 
dependents of a member of the Armed Forces who dies on active duty. They are: 
(a) 6 months death gratuity, (0) a soldiers’ indemnity of $10,000, which is free, 
(c) compensation or pension and (d) since 1940, social-security. But I doubt 
if it is realized fully that the benefits accruing to a surviving dependent of 
a man who dies after retirement (when such retirement was for other than 
physical disability) are precisely zero unless the surviving dependent has an 
income of less than $1,400 a year among other restrictions. I am told that 
in the District of Columbia an individual having an income of this amount 
is legally a pauper. Under existing law a dependent in such circumstances 
is entitled to a Federal pension of $48 per month. It is this situation which 
this bill would correct at the election and expense of the retired member. 


PURPOSE OF BILI 


Shorn of technicalities, all the bill does is to permit a retired member of the 
military or naval services to provide, at his own expense, a modest income to 
his surviving dependents 

There are few of you who are not aware of at least one widow of a retired 


officer or a man who is in distress. I know many sucl It is the purpose of 
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this bill to prevent these distressing cases. This measure will serve to re- 
assure those who make a lifetime career of military service that their sur- 
viving dependents will be modestly provided for by the exercise of these 
options. 

Chairman Satronstatu. Now, will you volunteer any additional 
remarks to your formal statement that you care to give? 


IMPORTANCE OF THE BILL 


Admiral Frcureter. I consider this to be one of the most important 
measures that we have had in many years. I have had considerable 
experience along these lines. I have been in the Navy since I was 
born, because my father was in the Navy, and I have alwa ays regarded 
the retirement system we have as somewhat of a gold brick, because 
throughout your entire career in the Navy or in the armed services 
you are contributing toward your retirement by virtue of the fact that 
the retirement aspect is always taken into account in the pay bills we 
have, but then you have got to live to benefit by it. 

If I retire tomorrow for other than service-connected physical dis- 
ability, and the next day I get killed, despite the fact that I have 
been 41 years in the Navy and have earned entitlement to the maxi- 
mum retired pay, my widow would not receive one nickel unless she 
had an income from all other sources totaling less than $1,400 a year. 
In that case she would get a pension. Income of less than $1,400 
x year, I am told, constitutes legal pauperism in the District. of 
Columbia. 

Chairman Satronstatn. Admiral, you applied that to your own 
case. That same situation would apply to a line officer or any enlisted 
men likewise ? 

Admiral Frcnreter. Everybody, sir; everybody in the armed 
services who is retired. 

Chairman Satronstat,. Your pension, of course, while you live 
would be much bigger than the warrant officers, but the results after 
vou died would be the same? 

Admiral Fecutetrr. Absolutely ; yes, sir. 

Senator Hunt. Mr. Chairman, do I understand you to mean the 
result in terms in dollars ? 

Chairman Savronstautu. The result in terms of dollars; yes. Thank 
you for the suggestion. That is what I meant. 


DEFENSE DEPARTMENT SUPPORTS THE BILL 


Now, you and the Navy Department and the armed services gen- 
erally—and, as I say, the Navy is taking the lead in presenting ‘this 
case—are all in favor of this bill? 

Admiral Frcuretrr. Absolutely; yes, sir. The Navy is taking the 
lead in this bill, Mr. Chairman, because the Navy Department. was 
designated by the Secretary of Defense to handle it. 

Chairman Satronstaty. Have you read the bill? 

Admiral Frcureter. Yes, sir. 

Chairman Satronstauy. And you are in favor of the language as 
it is now, with these several amendments ? 

Admiral Frecnrecer. I am in favor of the bill as it stands, Mr. 
Chairman. As to the effect of some of these amendments which I 
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read in the committee print, I am not qualified to pass on the technical 
aspects of those. Mr. Myers can do that. 

Chairman SavtronstaLu. While you gentlemen are sitting here I 
would like to ask Mr. Myers if there is any technical objection to the 
bill or any of its amendments or suggested amendments? I under- 
stand you oppose one amendment. 

Mr. Myers has been requested to appear as an expert consultant on 
the actuarial features of the bill pursuant to the terms of the follow 
ing letters: 

JULY 15, 1953. 
Hon. Oveta CuLP Hospy, 
Secretary of Health, Education, and Welfare, 
Washington 25, D. C. 

DEAR MADAM SECRETARY: The Committee on Armed Services expects to under- 
take hearings on H. R. 5304, a bill to permit members of the uniformed services 
to elect certain contingency options, and for other purposes. The hearings will 
probably be held next week, a tentative date of Thursday, July 23, having 
been set. 

One of the principal areas of inquiry with respect to this bill will be its 
actuarial soundness. The committee would, therefore, be most appreciative 
if you could make the services of Mr. Robert J. Myers, chief actuary of the 
Social Security Administration, available to the committee in the capacity of 
a technical adviser appearing at the committee’s request. We would not expect 
Mr. Myers to appear as a representative of the Department of Health, Education, 
and Welfare in the sense that he was being called upon to express the Depart- 
ment’s views on the matter. His availability is being requested exclusively 
because of his standing as an actuary requested in the role of a technical adviser 
by the committee. 

If Mr. Myers’ services can be made available on the above basis, we will 
communicate with him directly as to further details. 

Sincerely yours, 
LEVERETT SALTONSTALL, Chairman. 


DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE, 
Washington, July 23, 1953. 
Hon. LEVERETT SALTONSTALL, 
United States Senate, Washington, D. C. 

DEAR SENATOR SALTONSTALL: Thank you for your letter of July 15 requesting 
the services of Mr. Robert J. Myers, chief actuary of the Social Security Admin- 
istration, in connection with the Senate Armed Services Committee’s considera- 
tion of H. R. 5304, a bill to permit members of the uniformed services to elect 
certain contingency options, and for other purposes. 

We are most happy to grant your request. It is our understanding that Mr. 
Myers will be available to your committee in the capacity of a technical adviser 
at your hearings and will not appear as a representative of the Department of 
Health, Education, and Welfare to express the Department’s views. 

Mr. Myers has been notified of this approval. Details of time and place re- 
garding Mr. Myers’ appearance at your hearings can be arranged directly with 
him. 

Sincerely yours, 
Oveta Cup Hospy, Secretary. 


Mr. Myrrs. First, Mr. Chairman, may I submit my formal state- 
ment for the record ? 
Chairman SALToNsTALL. Yes, indeed. 
(The statement submitted by Mr. Myers is as follows :) 
STATEMENT OF Ropert J. Myers on H. R. 5304 
My remarks will refer to the essential features of the bill H. R. 5304 from an 


actuarial standpoint. Essentially, this bill deals with a relatively simple matter ; 
namely, providing the opportunity for persons retiring under the military pension 
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system to obtain survivor protection for their dependents by taking a reduction 
in their own pension. Various options are provided so that the retired member 
can obtain survivor protection for his wife and children depending upon his 
individual circumstances, and further alternatives are available as to the amount 
of such benefits to be left for his dependents. Accordingly, these options offer 
the retired member great flexibility. The reduction in the retired person’s 
pension naturally will vary with his age, the ages of his beneficiaries, and the 
option selected. The intent is that these reductions should both be on an 
equitable basis as between individuals of different ages and dependency statuses, 
and be so determined that no additional cost in the aggregate should arise for 
the Government. 


ACTUARIAL EQUIVALENTS 


These objectives can be accomplished only through use of the actuarial equiva- 
lent method prescribed by the bill. Under this method precise mathematical 
calculations are made in each case so that on the average, considering interest, 
mortality, remarriage rates, etc., as much will be paid out to the retired individual 
and his survivors aS would have been paid to the retired individual alone if 
he had not elected the reduced pension. In actual operation, the reduction 
factors would be computed for all options and combinations of ages of retired 
persons and their dependents and would be made available in printed tables so 
that the actual calculation in individual cases could be made quite easily. 


COMPARISON WITH PRIVATE PLANS 


In private pension plans underwritten by insurance companies this type of 
joint and survivor annuity option computed by the actuarial equivalent method 
is very common. Using proper actuarial techniques and with proper safeguards 
against antiselection, this option can be made available without increasing costs. 
The technical term “‘antiselection” means the unrestrained action of individuals 
deciding in a choice favorable to them. 

In any insurance system antiselection must be guarded against so that a fair 
sample of risks is obtained. For instance, in the operation of an insurance 
company, it is not possible to have actuarially equitable rates (i .e., equitable 
to both the policyholders and to the insurance company) if any individual who 
applies for insurance is granted insurance regardless of his medical condition. 
If this were done, a great many very poor risks would be accepted and as a 
result higher premiums would have to be charged so that the normal active 
lives would generally not purchase policies, and therefore still higher premium 
rates would be required. 


SELECTIONS TO BE MADE IN ADVANCE 


Likewise, under joint and survivor annuity options—as in this bill—it is 
necessary in equity to everybody concerned that the election must be made some 
time before retirement. Otherwise a fair sample of risks would not be obtained 
because those whose dependents were in poor health would tend not to take the 
option. Accordingly, the system would be heavily weighted with very healthy 
dependents, while at the same time having a mixture of healthy and unhealthy 
retired personnel. The actual provisions for advance election of the contingency 
option provide a reasonable safeguard against antiselection. Under these pro- 
visions the election must be made before the individual has completed 18 years 
of service, with, of course, appropriate provision for those currently having 
more than this benefit of service. The election can subsequently be modified, 
just so long as the modification occurs 5 years prior to retirement. Any election 
is inoperative at time of retirement in respect to any named beneficiary who 
then is no longer eligible—as, for instance, if the wife dies or is divorced. 
Advance election of this type is necessary, rather than at some specified age, 
because of the character of the military retirement system which is in general 
based on length of service rather than age. 

Of course, it should be recognized that actual experience will always tend to 
differ somewhat from the basic assumptions. But if the assumptions are prop- 
erly made, there will be as much likelihood that actual experience will be more 
favorable to the fund as that it will be less favorable. Moreover, in a large plan 
and over a sufficiently long time, and with proper and continual actuarial review 
and analysis, these fluctuations will tend to be relatively small and will tend 
to balance off against each other 
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Mr. Myers. Mr Chairman, the matter of one of the amendments 
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If a retired member of the armed services who has served in World War I 
dies subsequent to a nondisability retirement, his widow may receive $48 a 
month, providing that her income does not exceed $1,400 from all sources, includ- 
ing commercial insurance, 

If a retired member of the Armed Forces who has had wartime service subs« 


quent to World War I dies—and I pause to remind you that this category will 


include the vast majority of personnel retiring in the future—his widow may 
receive $48 a month, subject to the income limitation stated above, only if, at tl ‘ 
time of death, the retired person was suffering from a disability of not less th 

10 percent which was both the cause of his death and directly traceable to his 
servic Obviously not many survivors of retired personnel can surmannt thoes 
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rHE PRINCIPLE IS NOT NEW 


For the past 6 years responsible personnel officers in the Department of 
Defense have been actively concerned with the necessity of providing some means 
by which these slender amounts could be augmented. Early in the studies made 

this connection, it became apparent that the contingency option principle 





provided a method by which a re sonable survivor benefit could be obtained at 
num cost. The principle involved is not new As stated by Admiral Fech 

‘ t is available to the majority of government personnel, either Federal or 
State, and is prevalent throughout industry. In fact, a plan established for the 


mployvees of an insurance company in January of this vear (the Berkshire Life 
insurance Co, of Pittsfield, Mass.) sets up the joint and survivor contingency 


1 fis e basic retirement benefit, and the single life annuity—in other words 
he member's retired pa) is the alternate benefit rhis action is a strong 
ndication of the importance of the principle of survivor benefits in modern 
pension systems 

The bill before you extends this principle to retired military personnel It in 

) way affects the survivor benelits presently available to survivors of active 

elubers It creates no new benefits, but merely provides an alternate method 
of payment of retired pay It is based on what is commonly known as the actu 


arial equivalent method. I cannot claim to qualify as an actuary, but there is 
present today Mr. Robert J. Myers, the chief actuary of the Social Security Ad 


nistration, and a member of the board of governors of the Society of Actuaries 
He will discuss the technical aspects of the bill and, I believe, convince you of 
he essential simplicity and the actuarial soundness of the proposed legislation 
ACTUARIAL FEATURES ARE SOUND 
In general the term “actuarially ind” means that the bill will not in is 
retirement benefits above the present level. That has be the chief difficulty 
preparing tl! iegisiation Forme drafts which were hea before the House 
iiled to meet this all-important specibcation The present draft, however, has 
the endorsement of the Life Insurance Association of America and the American 
Convento whose memb compani have issued 9S percent of the legal 
erve lift surance in foree in tl United States The actuarial provisions 
were drafted in accordance with the recommendations made by the actuarial 
committee of these organizations Chis committee consisted, among others, of 
uch distinguished members as Mr. Walter Kiem, senior vice president and 


ctuary of the Equitable Life Assurance Society of U.S.A.; Mr. Edward Lew, 
an Life Insurance Co, of 








the statist:can and associate actuary of the Metropoli 





New Yorl Mr. Andrew Webster, actuary and manager of selection, Mutual Life 
Insurance Co. of New York: Mr. Bruce E pherd, actuary and manager of the 
Life Insurance Association of America It is my understanding that the asso 
ciation has written the chairman of this committee a letter formally endors 
ing the principles of this bil This endorsement by the indu try is a strong indi 
cation that this legislation is not considered detrimental to the insurance indus 
try, an indication which is further strengthened by the position taken by the 
Na 1 Association of Life Underwriters, an organization of the insurance 


In my pinion, nothing could more clearly point up the need and merits of 
this bill than the letter which this latter organization has delivered to your 
committer lbespite some nat il qualms, this organization has reaffirmed the 
unse' fish endorsement given this bill before the House Armed Serv 
ee by their representative, Mr. Lou Grayson, of Washington, D. C. 

is heartwarming to find the needs of service personnel recognized and remedial 
egislati supported by a group of men wht 








Comunit 


se 





interests might be considered 
directly affected. To the best of my knowledge, there has been no opposition to 
this bill based on the principles involved, nor the actuarial soundness of its 
concepts, 

i have purposely avoided emphasizing the distressing conditions under which 
many of the survivors of retired personnel exist. Even casual study of the 
henetits currently available will convince you that such must be the case. The 
passage of this bill will do much to alleviate this situation in the future. 

ihe professional opinion is unanimous that this bill provides the means 
to fulfill the humanitarian need, at no increased cost in retirement benefits 
to the Government. I most earnestly urge you to take favorable action on it. 
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‘POSES AMENDMENT TO SECTION 11 
Since the passage by the House there have been several perfecting ninendments 
‘ E the Bureau of the 





offered by the legislative staff of your committe nd by 


sudget and the General Accounting Office \s represent 


ive f the Depart 
ment of Defense, I am glad to concur with all of these but one, on which I 


would ask your careful consideration 


The one in question recommends the deletion of that poriion of section 11 
which excludes the annuities purchased un this plan from the i 
of income under laws administered by the Veterans’ Administratior Inas 
much as the most recently enacted death benefit—that is to say, the Soldier 
Indemnity Act of 1952—excludes the monthly payments under that indemnity 
in exactly the same manner as proposed in the original section 11, failure to 
exclude these annuities could lead to situations such as the one IT now descril 


Two men die, one on active duty from a non-service-connected disease and one 





on the retired list The first widow receives $02.90 a month f lO years certa 

is gratuitous annuity is excluded from the mi ’ 1 and, therefore 
if otherwise eligible, she receives $48 a month from the Government The second 
mi: dies on the retired list and the annuity which he is purchased with his 
retired pay, under the recommendation made by th Bureau of ie Budget 
tI l et as a bar to the receipt by the widow of any Gov hment support what 
soever There does not seem to me much equity in su a procedure 

I view of this situation, I ask you to give careful consideration as to wl he 
this proposed amendment should be adopted 

I \ h to thank you for your courtes n hearing nw I feet s hat el 
Mr. Mvel has com ted his exp tion of the chnical teature ‘ this b 
you will have no hesitancy in re ting out this f legislation, which 
beliey to be th mi lnportant and n ] | on ing ca I rs n 
which has been brought before vo ] ( nee nce} } 


\ . \ xX ‘ « aol ! . 
Chairman SauronsTaALu. Now, have you y comment particularly 





» this amendment that we h ve Just been d u ot 

Admiral Hotnoway. No, sir: | iven’t, Mr. Chairman. if ther 
s any more, I would like te troduce Captain Hoyt for that, but 
I would lke te Ly irom the f view of the ofl r « reed 
with { vdmin ration ‘ Dersol el, that th most Imi por int 
les ’ 1 to the ivy and to all the armed service 

Chairman SALTO "| LI It would seem obvious on it face that it 
was | ‘Ipful legislatie n 

Now, 1 Captain Hoyt here? 

Senator Hunt. Mr. Chairman, may I ask a couple of questions? 

Lhe technical amendments do not, in any way, reduce the annu 
ties: is that right? 

Mr. Mupa Phat ‘orrect, Senator Hunt. 

Senator Hunr. A these annuities subject to income tax ¢ 

Mr. Mupar. The bill does not exclude these annuities from tax. 
Phat is somewhat different, however, from the question which we 
were dIsScussIng just it this moment. 


Admiral Hottoway. Mr. Chairman, I can read this for the record 
ind et Captain Hovt follow up. 


I am now reading from my pre pared statement | reading 


rhe one in question recommends the deletion of that portion of se¢ n 11 
which excludes the annuitic purchased under this plan from the limi n 
of income under laws iministered by the Veterans’ Administration Inasmuch 
as the most recently enacted death benefi hat is to say, tl Soldier Indemnity 


Act of 1952-—excludes the monthly payments under that indemnity in exactly 


the same manner as proposed in the original section 11, failure to exclude 
these annuities could | to situations such as the one I now describe 

Two men die One on active duty from a non-servic connected disease, and 
one on the retired list. The first widow receives $92.50 a month for 10 years 


ertain. This gratuitous annuity is excluded from the income limitation and, 
therefore, if otherwise eligible, she receives $48 a month from the Govern 
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the retired list and the annuity which he has 
inder the commendation made by the Bureau 
ar to the receipt by the widow of any Govern- 
ere does not seem to be much equity in such 


i to give careful consideration as to whether 
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AMERICAN LIFE CONVENTION 


CHICAGO, ILL. 


Lire INSURANCE ASSOCIATION OF AMERICA 
NEW YORK, N. Y 


WASHINGTON OFFICE, 
Washington 5, D. C., July 20, 1953. 
Ilion, LEVERETTt SALTONSTALL, 
Chairman of the Senate Committee on Armed Services, 
United States Senate, Washington, D. C 
My Dear SENATOR SALTONSTALL: We are writing to you on behalf of the 
American Life Convention and the Life Insurance Association of America, which 
two associations have a combined membership of 240 life insurance companies 
domiciled in the United States and Canada, having in force Y8 percent of the 
legal reserve life insurance in the United States 
Last fall, at the request of the Defense Department, H. R. 8426, 82d Congress, 
entitled “A bill to permit retired members of the Armed Forces to provide an 


nuities for their survivors, and for other irposes,” was examined by actuaries 


’ 











within the life insurance business. Thei Xamination was directed to technical 
colsiderations designed to insure that the cost of the options provided would 
be on a basis roughly equivalent to the value of th erviceman’s retirement pay. 


As a result of their study of the bill. a number of suggestions were made for 
technical improvements in the proposed legislation. Many of these were adopted 
and embodied*in a new bill, H. R. 2521, introduced February 3, 1953, and later in 
H. R. 53804, introduced on Mav 20, 1953 Both of these bills were introduced by 
Representative Cole of New York 

At the time that the suggestions for technical improvements were made, the 
Defense Department was also informed that the broad general principle of the 


eman’s retirement annuity could be 





legislation, whereby the value of a sel 








applied to the purchase of various forms of survivorship annuities on a sound 
actuarial basis, was not objectionable to the life insurance business 
We were recently furnished with copies of H. R. 5304 as it passed th 
nm June 10, 1953. As requested e again submitted this bill to our 
for examinatio1 Their further study indicates that, under proper admini 
tion, the su vorship benefits i i! l et ile? to t eti n 
hts avaiable aer ¢ stin } oOsil \ wish to l hat ne 
Irance companies are n¢ o tl passage of this d to 1 n 
ious | Llion With iT ener purp of tl Siation as 
i l above 


AMERICAN LIFE CONVENTION, 


CHE NATIONAL ASSOCIATION OF LIFE UNDERWRITERS, 
Vew York, N. Y., July 15, 1958. 


Hon. LEVERETT SALTONSTALL, 
Chairman, Senate Committee on Armed Services, 
l) ed States Senate Off € Building, Washington, D. C 


DrAR SENATOR SALTONSTALL: At the request of the Department of Defense, 
he National Association of Life Underwriters, a trade association representing 
55,000 life-insurance agents, general agents, and managers in this country, is 
taking this opportunity to make known to your committee its position with 
respect to the subject bill, on which we are advised your committee will hold 
hearings on July 16. 

The purpose of H. R. 5304, as we understand it, is simply to set up a means 
iereby retired personnel of the armed services may, at their own election, 


wl 
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provide for their widows and/or dependent children survivorship annuities, 
the cost of which will be defrayed by means of appropriate deductions from the 
retired pay of such personne! In other words, it is our understanding that, 
under this bill, the cost to the Federal Government of providing the contemplated 
joint and survivor annuities to retired service personnel and their surviving 
or dependent children would be virtually the same as the cost of 
providing the existing straight-life annuities to the retired personnel alone. If 
our understanding of the design and intent of the bill is correct, we have no 
hesitation in advising your committee, just as we have heretofore advised the 
House Committee on Armed Services, of our approval of the bill in principle. 

We assume that it will be abundantly clear to your committee that our members 
certainly have no selfish interest that will be served by the enactment of H. R. 
5304 Indeed, its passage undoubtedly will have an adverse impact on the liveli- 
hood of those of our members who sell life insurance to military personnel. De 
spite this result, however, we feel that we cannot objectively do otherwise than 
endorse the bill in principle, always assuming—we repeat—that the joint and 
survivor annuities thereby made available are, in fact, to be provided at no 
additional cost to the Federal Government 

Very truly yours, 


dows and 


CARLYLE M, DUNAWAY 
NO CONFLICT WITH KAPLAN COMMISSION 


Chairman SautronsvaLi. The report from the Bureau ef the Budget 
suggested, top of page 15, right-hand column of the print, that the 
committee might wish to defer consideration ‘of this bilt until such 
time as the Committee on Retirement Policy for Federal Personnel 
had rendered its report some time hext year. This Committee was 
formed pursuant to Publie Law 555 of the S2d Congress. The Chair 
has written to the Chairman of that Committee, Mr. H. Eliot Kaplan, 
requesting his views as to whether the bill is something which should 
he handled now, or should await the final action of his Committee. 

His reply, which—without objection—will be made a part of the 
record at this point, constitutes an endorsement of the bill and ex- 
presses the belief that the consideration of the bill by the Congress at 
this time would in no wise have any bearing on any of the policies 
or recommendations which Mr. Kaplan’s Committee will ultimately 
pass on to the Congress, and that he personally sees no particular rea 
son for suggesting that action on H. R. 5304 be deferred. 

Without objection, that letter will be put in the record. 

(The letter referred to is as follows:) 

EXECUTIVE OFFICE OF THE PRESIDENT, 
COMMITTEE ON RETIREMENT POLICY FOR FEDERAL PERSONNEL, 
Washington 25, D.C... July 20, 19528 
Hon. LEVERETT SALTONSTALL, 
Chairman, Armed Services Committee, 
United States Nenate, Washington. D). ¢ 

DEAR SENATOR SALTONSTALL: IT have your letter of July 17 asking for my per 
sonal comment on whether action by your committee on H. R. 5304, now before 
you for consideration, should be deferred pending report from the Committee 
on Retirement Policy for Federal Personne] 

I have examined the provisions of the bill and have read the report of the 
House committee thereon, together with the transcript of the hearings before the 
House committee. 

As I view the pending proposal, it seeks primarily to enable members of the 
uniformed services, instead of receiving a fixed aunual lifetime retirement al- 
lowance, to elect to modify such retirement allowance by selecting certain op- 
tions under which survivor benefits in effect would be provided in case of death 
of the retiree. The retirement allowance of the member would, of course, be 
correspondingly actuarially reduced. Such election to modify the retirement al- 
lowance is required to be made in the case of those still serving after they have 
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had certain designated periods of service: i. e., after 15 years of service. Others 
are permitted to make such election under specified conditions 

From my understanding of the proposal, and after discussion of its basie pro- 
visions with a number of outstanding actuaries in whom I have implicit confi 
dence, I am constrained to believe that the proposal is basically sound. It will 
not add to the Government's cost of providing the specified survivorship al 
lowances, but will add a modest cost to administering the system. This, I believe, 
will be relatively inconsequential in light of the improved morale of the uni 
formed personnel and benefits which will accrue to the contingent survivors. 

With the rather cursory examination I have been able to make of the provisions 
of H. R. 5304, I would prefer not to pass on the merits of the proposal other 
than pass on to you the above comment, which reflects my own personal views, 
not that of our Committee. 

We appreciate the spirit which prompted the Budget Bureau to recommend 
deferring action on the bill until our Committee has completed its survey of the 
Federal retirement systems. It is my belief, however, that consideration of the 
bill by the Congress at this time, and any action taken by it, would in no wise 
have any direct bearing on any of the policies or recommendations which our 
Committee will ultimately pass on to the Congress. At least, I see no particulal 
reason at this time for suggesting action on H. R. 5804 be deferred until after our 
Committee presents its report 

I am grateful to you for your thoughtfulness in bringing the matter to my 
attention, and for the opportunity to express informally my personal views on the 
proposal 

Sincerely yours, 
H. Evior KAaplLan, Chairman 


Chairman Sauronsrauu. Also, the Chair has received a letter from 
the Navy League of the United States, endorsing the provisions of 
H. R. 5304, w hich will he put into the record. 

Commenting on it, the Navy League letter makes one important res 
ervation, and that is to the effect that they feel the bill should be 
amended SO as to proy ide for some form of ( rovernment part icipation 
in the cost. 

As the matter stands at the present time, the bill involves no Federal 
cost. 

The Navy League feels that additional funds should be provided 
so that the reduction in retirement pay will be less than the bill 
provides, without any corresponding reduction in the resulting 
annuity. 

Without objection, the letter will be made a part of the record at 
this point. 

(The letter referred to is as follows:) 


NAvY LEAGUE OF THE UNITED STATES, 
Washington 6, D. C., July 7, 1953 
Hon. LEVERETT SALTONSTALL, 
Chairman, Committee on Armed Services, United States Senate, 
Senate Office Building, Washington, D. C. 

Drak Mr. CHAIRMAN: The Navy League has a long-standing interest in the 
morale and well-being of members of the Navy and their dependents and sur- 
vivors. This interest of the Navy League extends also, of course, to an equal 
interest in the other military personnel who serve under comparable laws and 
conditions 

It is a well-recognized fact that under present laws if a retired member pre- 
deceases his wife, which often is the case, the pensions provided are entirely 
inadequate to support the surviving widow in a decent manner. This situation 
fully justifies remedial congressional action at the earliest practicable date. To 
this end, the Cole bill (H. R. 5304) which passed the House on June 10, 1953, 
and is now pending before your committee, has the strongest endorsement of the 
Navy League, but with a definite recommendation for amendment. 

While the Navy League emphatically favors this bill, even though not 
amended to provide Government participation in the cost, the Navy League is 
convinced the high purpose of the bill will not reach the survivors of many 
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retired personnel because of their inability to bear the costs. Certainly many 
of those who need the benefits most will be unable to participate at all as they are 
finacially unable to sacrifice a part of their retired pay, even for such a desirable 
objective as this 

As the Navy League understands the situation, the cost of every other plan 
of survivors’ benefits for Government employees is partially underwritten by 
the Government. Why, then, should only the retired military personnel be 
required to bear the whole cost? 

During the past half-century the pay of the military has lagged behind all 
other classes of Federal employees, including the President, the Vice President, 
the Congress, the judiciary, and Federal classified employees. A conservative 
proposal in the last Congress for an increase in military pay comparable to that 
given Federal employees was cut down to but 4 percent for retired officers. 
Under these circumstances it would appear eminently fair for the Federal Gov- 
ernment to bear part of the cost of the survivors benefit program. Certainly, 
without such participation the bill could not reasonably be expected in any 
general way to adequately serve the purpose for which it is intended. 

‘The Navy League, therefore, urges the prompt enactment of the pending bill 
(H. R. 53804) and the adoption of an amendment to prov'de reasonable partici- 
pation by the Government in the cost of the proposed survivors’ benetit program. 

Sincerely yours, 
O. GC. Castrie, National Vice President. 


Chairman Sauronstra.u. I have also a statement prepared by Ed- 
ward W. Rawlins, commander, United States Navy, retired. 
(The statement above referred to is as follows:) 


STATEMENT OF CoMDR. EpwWarD WHITE RAWLINS, USN (RETIRED) 


Thank you, Mr. Chairman, for this opportunity to express certain thoughts 
about H. R. 5304 as now written and about the desirability of modifying it in 
some respects. 

I believe this measure is a step in the right direction. Perhaps it may, how- 
ever, warrant a few desirable changes. 

First of all, at the bottom of page 5 of the House report are to be found two 
sentences reading: 

“But the widows and the orphans of those who have devoted a lifetime to 
the military service have been miserably neglected. It is the purpose of this 
bill to rectify that situation.” 

That aim is certainly most laudable, but so far as I can find, H. R. 5304 con- 
tains no provision at all for the widows and orphans of retired members who 
have already died or who may die prior to the enactment of this bill. What 
provision for them may be proper is, I believe, a matter for the committee in 


its wisdom to decide 

Second, it strikes me that this bill in several respects is unnecessarily rigid, 
inflexible, and perhaps even unrealistic. Specilically it should be recognized 
that a retired 1 nbher wh s a bachelor or a widower at the effective date of 


this act may marry or remarry after the effective date. Should his wife and 
possible children, stepchildren, or adopted children under 18 be denied all rights 
under this bill? I believe that a spouse and children, irrespective of when 
acquired, should he eligible to benefit under this legislation. 


It also would seem reasonable to increase considerably the grace period of 
180 days within which a retired member must elect whether to participate under 
this bill. Perhaps 4 or even 5 years after the effective date of this act would 


not be too long in the case of retired members now having a spouse or children; 
comparable grace period might reasonably be allowed for retired members not 
now having but who later may acquire one or more such dependents. And 
appropriately similar grace periods should likewise be afforded to active mem- 
bers. As many members, upon retiring, enter a period of seriously reduced 
income, it almost surely will be financially impossible for great numbers of 
them to participate for a matter of several years after retiring—if then. 

Third. This brings us to a solid, uncomfortable fact; that is, that many of 
those most in need of participating under this bill will, because of the con- 
stantly dwindling real value or purchasing power of their modest retired pay, 
be financially unable to accept any reduction to devote to purchasing the annuity, 
especially since once made the decision is irrevocable in the face of possible 
future further dollar inflation. Partially to offset these obstacles and to enable 
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maximum participation under this bill, I respectfully recommend three new 
provisions be worked into this bill, namely: 

1. That retired pay of each member shall be fully tax exempt in amount 
equal to the total tax-exempt allowances for quarters and subsistence that 
such member would be entitled to if he were on the active list in the rank or 
rate for which he is receiving retired pay. 

2. That the reduction in retired pay under this bill likewise in addition be 
made fully tax exempt. 

8. That any disparity or inequity existing in the computing of the retired pay 
of one member as compared with that of another member, both of whom have 
performed the same type of full-time active military service, be removed by 
inserting a new section in the bill to read as follows: 


‘SEC Notwithstanding any other provision of law, in computing the retired 
pay of any member to whom this act applies, any type of full-time active mili- 
tary service which is currently creditable under any provision of law for pay 
or longevity purposes for any retired member shall be creditable for all retired 
members who have performed the same type of full-time active military serv 
ce This section shall be effective as of August 1, 1953.” 

Thank you, Mr. Chairman, for permitting me to appear before your com- 
mittee in connection with this bill, the aims and potentialities of which are 
so worth 


Chairman Satronsrauu. There will also be included in the record 
at this point a statement of the Retired Officers Association. 

(The statement above referred to is as follows :) 

STATEMENT OF THE RerIReED OFFICERS ASSOCIATION ON H. R. 5304 

lhe Retired Officers Association appreciates the opportunity to appear before 
this committee to submit its views upon the bill, H. R. 53804, which deals with 
the very important and long-neglected subject of survivor benefits for members 
of the uniformed services. 

The purpose of this bill is to provide adequate benefits for the survivors of 
retired personnel of the uniformed services at rates within the reach of service- 
men. No such benefits have heretofore been provided. The Retired Officers 
Association strongly supports any legislation which will accomplish such a 
purpose. 

Our association has been advocating a program to provide benefits to survivors 
of the armed services since 1944. In that year, our association prepared a 
proposal to accomplish this objective, insofar as the problem related to the 
dependents of both active and retired personnel, and submitted it to the War 
Department, which was then the responsible agency for the consideration of such 
matters on behalf of the armed services. Subsequently, and shortly after the 
Joint Service Pay Committee, headed by Admiral Fechteler, United States Navy, 
met in 1947 to plan and study the pay and retirement for the armed services, 
this association submitted to that committee for its consideration a proposal to 
provide survivor benefits for widows and dependents of deceased retired per- 
sonnel of the services in addition to pensions already authorized by law for 
such persons, these benefits to be based upon contributions by the personnel 
affected 4 letter enumerating considerations in support of the proposal was 
also addressed to the Joint Service Pay Committee in September 1947. The 
principal reason advanced for the establishment of an adequate system of sur- 
vivor benefits for the dependents of military personne] was that justice, equity, 
and human decency demanded that the widows and orphans of deceased military 
personnel receive treatment similar to that accorded to the survivors of other 
groups for which such benefits had been established by our Government. 

The submission of the proposal and letter to the Joint Service Pay Committee 
was followed, in December 1947, by a letter from the then president of the asso- 
ciation, Adm. David F. Sellers, United States Navy, retired, to Secretary of De- 
fense Forrestal, requesting his consideration of the position of the association that 
widows and dependents of personnel previously retired should be included within 
the framework of any plan to provide survivor benefits which might be recom- 
mended by the committee or the Department of Defense. The bill under con- 
sideration here would do this. That letter concluded with the statement that it 
was the desire and purpose of the association to support any plan for adequate 
survivor benefits which would be comprehensive in application 
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One of the factors of the problems of providing survivor benefits for retired 
personnel is the question of whether such provisions would be actuarially sound. 
In pursuit of the answer to this question, the Retired Officers Association engaged 
the services of a competent insurance actuary to make a study and report to the 
association. Such a report was made and in turn submitted by the association 
to Secretary of Defense Forrestal in February 1948. The conclusion of this 
actuary was to the effect that the inclusion of retired military personnel within 
the plan then under consideration would be entirely feasible and woyld in no 
way violate sound actuarial principles, provided that contributions toward such 
a plan were adequate and the plan itself was permanent. 

In June of 1950, at hearings on the bill H. R. 8035, which in our opinion was 
both inadequate and impractical, the Retired Officers Association pledged its 
wholehearted support of a practical measure that would give realistic benefits to 
survivors of those in the uniformed services bevond the meager pensions provided 
by law 

It is a generally recognized fact that the most serious deficiency in the retire 
ment provisions for service personnel lies in the area of survivor benefits yor 
retired personnel This is the inescapable conclusion that must be reached 
by anyone who studies the subject. [ have no doubt that the members of this 
committee know this or will thoroughly appreciate it before the conclusion of 
these hearings. 

The Retired Officers Association is aware that H. R. 5304 seeks to fill a long 
recognized vacuum and represents a step in the right direction. It believes, 
however, that the bill in its present form will fall short in effecting its purpose, 
in that participation in the program of proposed benefits will be beyond the 
reach of the majority of retired members, including those now on the retired 
iists and those who will hereafter be placed on the retired lists, whose survivors 
are the very individuals who need these benefits most. 

The survivors of members who are retired and on inactive duty do not receive 
the gratuitous indemnity, do not receive the 6 months basic pay, nor, in many 


instances, do they receive the meager Veterans’ Administration benefits. The 
pay of these members has been drastically reduced due to their retirement and 
release to inactive duty. Many of them who retired prior to October 1, 1949, 


received no increase in pay under the Career Compensation Act and are accord 
ingly existing on the 1905 retired pay standards. They are for the most part 
handicapped by physical or mental disabilities or advanced age. Their oppor- 
tunities for gainful employment are reduced or entirely eliminated due to their 
physical or mental condition or because of numerous and, in some instances 
unnecessary, Federal laws restricting their employment. Comparatively few 
have been able to create any sort of competency for themselves and family from 
ihe pay of their military careers for reasons that I am sure are well known 
to members of the committee. Only a few have, from independent means, such 
as inheritance or otherwise, been able to provide adequate financial protection 
for their surviving dependents. In brief, the vast majority of retired personnel 
are, in these days of increased and increasing living costs, extended to the full 
limit of their financial capabilities to exist. Our association knows this through 
direct contact with its members. The great majority of them find it increasingly 
difficult to provide the mere necessities of life. Many are actually suffering 
hardships from which they are unable to extricate themselves and others have 
bad their standards of living reduced far below the point of Government 
expectation or desire. 

In such circumstances there is a real problem which must be solved in order 
to accord them the benefits of this bill. It is a patent fact that the survivors of 
retired personnel need such benefits to even a greater degree than those of 
active personnel because their surviving widows and parents are generally 
older and less able, by comparison, to provide for themselves. 

I would be less than frank if I did not point out that the tax, so to speak, 
imposed by this bill, will destroy the opportunity for the benefits intended for the 
vast majority of all members heretofore and hereafter retired. The cost for the 
annuities provided will simply be too great for the retired personnel to assume. 

In addition, as recently pointed out by the vice president of the Navy League 
in a letter to Assistant Secretary Hannah, the retired officer will be placed in 
a position to choose between two alternatives, both bad. He must protect his 
widow by accepting a reduction in his pay which he cannot afford, or be thought 
a heartless creature with no regard for his widow's welfare. 

While the problem relative to retired members is in every sense a real one 
it is by no means in our opinion an insolvable one. The plan could—and prob- 
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ably should—be a career one covering a member from his induction into mili 
tary service until his severance therefrom. Such a plan could be self-supporting 
as to all who become members of uniformed services in the future, and as to 
those who are now members, could be supported by them with additional appro 
priate Government contributions to supply the equivalent of their previous non 
payments. Such a plan, as a long-range proposition, would be highly beneficial 
to the Government. It would, as to those involved, from the date of its incep 
tion once and for all solye the troublesome question of pensions which has so 
concerned the United States Government 

In addition to the prohibitive cost to retired members pointed out above 
which can only be corrected by a reasonable Government contribution, it is be 
lieved the proposed bill contains the following material defects : 

(a) It does not provide benefits for the surviving dependent parents of retired 
members Certainly dependent parents are entitled to the same protection 
afforded other dependents 

b) In providing benefits for the widow and children of a retired member 
options (1), (2), and (3) of section 4 (a) of the bill make irrevocable his ele 


tion to come under the plan. Such member must designate his then wife and 
children and continue to make payments throughout the remainder of his lif 
even though his designated beneficiaries all predecease him. Option (4) of 


section 4 (a) would, however perl t the reduction of retired pay t » be restored 


on the death of all designated beneficiaries, but would certainly cause the re 


duction in the retired member's pay to be larger 








ce) The bill does not affirmatively state that the benefits payable thereunder 
are not to be considered as income for income-tax purposes By present law 
it is lieved that the proposed annuities would be taxable to the extent that 
he Ine exceeds the amount of contributions to the fund 

d) The bill provides no benefits for the surviving dependents of deceased per 
mnel. Such survivors need and should be accorded benefits. In considering 
survivors’ benefit bill it is difficult to say that the survivor of a member of the 
iniformed services who died the day before its enac ent ot entitled to the 
benefits accorded the survivors of a member who dies the day after its enact 
ment Che reasons which justify and require a survivor benefits plan justify and 
require the inclusion, without discrimination, of all survivors. This is another 

place where Government contribution to the fund would solve the problem. 
It is recommended that the above-indicated suggestions be considered in ordet 
the bill may be made to better serve the purpose for whicl is to be enacted 


It should be noted that this proposal to provide benefits for survivors of mem 





bers of the uniformed services will, if enacted as writter t is helieved, be the 
only Government-sponsored program of its kind in which there is relatively little 
cost to the Government involved It is reported that consulting actuaries em 


ployed by the Bureau of the Budget, for the purpose of outlining comparitive 
henefits of the various Federal employees’ retirement and survivor benefit sys 
tems, have revealed in effect that none of the new so-called noncontributory 
systems are, in fact totaly noncontributory. For instance, the civil-service retire 
ment system which includes survivor benefits is supported by a contribution of 
644 percent by the Government and approximately 6 percent by the employees 
The Government's eontributions vary as to all other systems which include 
survivor benefits, running as high as 100 percent in the case of the Federal 
employee compensation, 22.78 percent in the Foreign Service system, and 30 
percent in District of Columbia policemen and firemen system, as against a 
5-percent contribution by employees under the latter two systems. In addition 
the Government contributes substantially to the roailroad retirement fund. In 


ew of this it would seem that there is no sound or just reason why the members 


of the uniformed services who have so long been without adequate survivor 
efits, should now be singled out to be the first and only group to bear the 
full burden of such a noncontributory system. On the other hand, there is the 
sound reason that those who most directly, at great personal risks, defend the 
Nation should not be discriminated against in safeguarding their own dependents. 

Some who are not fully familiar with the subject sometimes say that the retire- 
ment pay of retired personnel is a gratuity to which members of the group make 
no contribution. Such is not the case. While it is true there is no transfer of 
eash or bookkeeping entry monthly as in the cases of railroad retirement and 
social security, there is a payment in service, not otherwise remunerated, and 
n effect, the aetive duty pay is less than it would necessarily be if an annuity for 
retired pay were to be provided for by a cash payment. Payment in money is not 
the only compensation which can be given to establish a right. Payment for 
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these retirement rights in service over the years under pay scales lower than 
would have been necessary to support a contributory retirement system is evi- 
dent. This question was specifically under consideration by the Hook Com- 
mission which studied whether retirement systems should be contributory or 
noncontributory, and after most careful study concluded there should not be 
a contributory system, and they adjusted the pay scales accordingly. 

We recommend the bill before the committee be amended to provide a reason- 
able Government contribution in order that it may more reasonably be expected 


to accomplish its worthy purpose 

In conclusion the Retired Offi ers Association wishes again to assure the com- 
mittee that it has long advocated and does now support the enactment of a sur- 
vivors benefit plan that will provide adequate benefits for survivors of mem- 


hers of the Armed Forces, active and retired, which will be within the reach 
and financial capabalities of such members. It believes that the bill now before 
this committee can be so modified as to accomplish such a plan, but that contribu- 
tions by the Government will be necessary to provide benefits for the survivors 
of deceased members and supplementary contributions will be initially necessary 
to effect the purpose of the bill as to retired members. 

It has been a pleasure for the Retired Officers Association to have been afforded 
this opportunity to present its views on the pending measure and wishes to 
express its gratitude to the committee 

Chairman SatronstTautu. Senator Hunt, have you any ql uestions ? 

Senator Hunt. I have no questions. I would like to make a com- 
ment. We are building up a record, as I understand it here, for the 
full committee to act on. I would be opposed to any delay in action on 
this bill. I would urge that we try to report it immediately and try to 
get it passed at this sessio1 

With reference to 1e annuity being subject to income tax, I certainly 
am op posed to that, for that should enjoy the same privilege that you 
and I enjoy or our wives should enjoy if we shoul i die while we are in 
the service of the Senate. As you know, that $12,000 is not subject to 
income tax. 

Chairman Sautonsratt. The Chair believes that the committee 
should act on the bill at this session also, if it is possible to do so, and 
I hope it will be. 

Admiral Fechteler, will you let us do this? If you will look over 
this record or have the proper person in your department look over 
this record, and just see that in your opinion everything is included 
that should be included, and if there is not, at the next meeting of the 
committee will you have a statement or a little addition that the Chair 
can insert? 

The Chair believes that this bill should be enacted. We want to 
make sure that the record is complete as it is a technical bill, and we 
want to make sure that it is understood when it becomes law. 

Admiral Fecnreer. I will be very happy to, Mr. Chairman. 

Chairman SauronsratL. General Mudge, would you like to ask one 
question ¢ 

Mr. Monee. For the purposes of the record, the Committee Print 
No. 3, which is furnished to the witnesses, contains on pages 3A, 5A, 
8A, 9A, 10A, 11A, 12A, 13A, certain amendments which I believe the 
witnesses from the departments and also the actuarial consultant of 
the committee, Mr. Myers, have had an opportunity to examine. 

Could we get a statement for the record whether those are accept- 
able, with the exception of the one relating to section it or whether 
there is obj ject ion te those other amendments? I believe ¢ ‘aptain Hoyt 
has some information. 
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Captain Hoyr. With the sole exception of section 11, the Depart- 
ment of Defense, the people who have studied it, feel that the other 
amendments are perfectly acceptable. Some of them are hardly neces- 
sary, but they will do no harm. Some improve the bill considerably. 

Mr. Muper. I bring that point up because this bill upon its receipt 
from the House, copies were furnished to the Bureau of the Budget, the 
General Accounting Office, the Civil Service Commission, and 
Health, Education, and Weifare. They had some slight amendments 
which did not appear to be amendments of substance, but if those 
amendments are acceptable, with the exception of that one, then it is 
accurate to state that the bill is agreed to by those other departments. 

Chairman SautronstaLtL. Thank you very much, gentlemen. 

The committee will now proceed to other business and will take 
final action on the pending bill at a later executive meeting. 





